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TRENDS IN SOUTHERN WAGE DIFFERENTIALS SINCE © 
1890: 


RICHARD A. LESTER 
Duke University 


Sufficient statistical data exist from which to draw conclusions concerning 
trends in wage differentials between the North and the South, and within the 
South, during the period since 1890. Some of the trends and movements in 
South-North wage differentials appear to conform to a priori notions; others 
do not. 

This paper presents part of the statistical background of a study of wages in 
Southern industry.2. Explanations and conclusions here developed should be 
considered as tentative, subject to later modification in the light of further and 
more detailed analysis. Subsequent papers will explore more fully the economic 
implications of these and other data that the author is collecting and analyzing. 

A few words of caution about the statistics used in this paper seem appropriate 
at the outset. The ratios have been calculated from averages of hourly earnings 
or wage rates. The South-North ratios may, therefore, be affected by changes 
in the South, in the North, or in both regions. 

In general the ratios only reflect overall trends and do not exactly measure 
absolute wage differentials at any one time. They are not strictly comparable 
from one period to another because the establishments included are not identical 
over any length of time and because the statistical samples, either in terms of 
establishments or occupations included, may not be truly representative of the 
industry for an area in particular years. No allowance is made for regional 
differences in quality or character of product, in equipment, in nature of the 
job, in gratuities or payments in kind, in the proportion of female, child, handi- 
capped, or colored workers, etc. The text and the statistical Appendix indicate 
more specific limitations to the data for individual industries. 

Absolute differences between regions, in so far as they continue throughout 
the whole period, would not affect the trend of the calculated ratios. The 
job of edgerman may be different in sawmills in the Far West from the job so 
classified in most Southern sawmills; yet if those non-wage differences between 


1 This paper has benefited from criticisms by my colleagues, Calvin B. Hoover, Joseph 
J. Spengler, Frank T. deVyver, and B. U. Ratchford. 

2 The writer is indebted to the General Education Board for financial support for this 
study. 
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regions continue, or change at the same time and to the same degree in both 
regions, the calculated ratios would remain unaffected and their comparability 
would be unimpaired. In order to make the ratios as nearly comparable as 
possible from year to year, they are in most instances based on specific occupa- 
tions and specific geographic areas (cities or states). 


I 


Skilled metal and building trades. Chart 1 depicts the South-North ratios* 
for four foundry and machine-shop trades combined (blacksmiths, boilermakers, 
machinists, and iron molders) and four building trades combined (bricklayers, 
carpenters, plasterers, and plumbers). For one or more of the metal or building 
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trades, 12 Southern and 13 Northern cities were used.‘ The rate of population 
growth of the combined Southern cities was considerably greater than that of 
the combined Northern cities during most of the half century from 1890 to 1940. 

It is interesting to note in Chart 1 the marked correspondence in the trends, 
and especially the upward and downward movements, of the series for the skilled 
metal trades, the building trades, and farm wages. Each of the three series 
has a gently downward trend for the period since 1890, indicating an increase 
in wages in the North relative to the South. That was true for all of the indi- 
vidual metal and building trades. The carpenters’ and blacksmiths’ ratios have 

3 Average hourly earnings to 1907; union wage rates 1907 on, which accounts for the 
break in the metal trades line at 1907. 


4 For the metal trades, 11 Southern and 11 Northern cities were used; for the building 
trades, 10 Southern and 9 Northern cities. Cities listed in Appendix. 
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the most sharply downward trend for the whole period, whereas the trend for 
plasterers, machinists, and boilermakers is only slightly downward. Unfortu- 
nately it is not possible to obtain comparable data for any of the four metal 
trades beyond 1924, so that the metal trades’ ratios cannot be extended to 
determine subsequent changes.® 

Not only is the co-variation or correspondence in the upward and downward 
movements of the lines on Chart 1 (except textiles) remarkably close, but that 
is also true for some of the individual building trades and farm wages. For 
example, the movements in the plasterers’ ratio corresponds well with those of 
the farm wages series for the whole period from 1890 to 1939. Indeed, after 1910 
the correspondence or co-variation is fairly close between farm wages and all 
four building trades, and especially plasterers and carpenters. The same can- 
not be said for the individual metal trades. In metals, movements of the four 
trades’ average seem to correspond somewhat better with changes in the farm 
wages ratio than is the case for any individual metal trade. . 

It is strange that the correspondence should be much closer between the series 
for skilled trades and for farm wages than it is between farm wages and textile 
wages. The shift from farm work to low-skilled employment in a textile mill 
is much less difficult to accomplish than it is for a farmer to become a skilled 
metal or building tradesman. Indeed, it has generally been assumed that the 
level of textile wages, especially in the South, was closely related to the level of 
farm wages and farm income. 

The declining trend in the South-North ratios for skilled metal and building 
tradesmen, especially carpenters and blacksmiths, was to be expected during 
this half century. The differential between such skilled trades and either tex- 
tile or farm wages was so much greater in the South than in the North that 
a strong stimulus was provided to increase the number of metal and building 
tradesmen in the South, causing wages in the South to decline relative to those 
in the North. Nevertheless machinists continued to receive higher wages in 
the Southern than in the Northern cities each year from 1890 to 1922, when 
the machinists’ ratio stood at 115 (the South 15 per cent above the North). 

Cotton textile wages. ‘The independence of the movements in the textile ratio 
and its marked upward trend since 1890 are indicated in Chart 1. Until 1913 
the textile wage series represents four occupational groups (male loom-fixers, 
male weavers, female weavers, and female frame spinners) with the average for 
four Southern states (North Carolina, South Carolina, Georgia, and Alabama) 
expressed as a percentage of the average for four New England states (Massa- 
chusetts, New Hampshire, Rhode Island, and Maine).® 

Disregarding the wild fluctuations during World War I, there are two periods 
of sharp increase in average hourly earnings in cotton textiles in the South 
relative to the North. During the first upward sweep (1900 to 1909) the South- 


5 Hither the basis shifts to average hourly earnings by states or, in the case of black- 
smiths, so many of the cities are omitted as to make it hazardous to attempt to extend the 
series. 

6 See Appendix for data used for ratios beginning with 1913. 
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North differential was reduced by more than 50 per cent, and in the second 
(1924 to 1934) by about 70 per cent. Both upward movements were followed 
by years when the South-North ratio remained fairly stable. Although the 
first upward sweep seems to have had some counterpart in farm wages, that 
does not appear to be the case in the second one. 

Additional comparisons can be drawn from the three series depicted in Chart 
2. From Charts 1 and 2 it appears that movements in the textile-wages ratio 
corresponded more closely with farm-wages movements prior to 1925 than 
thereafter, changes in the farm-wages ratio (either in terms of the U. 8. in Chart 
1 or of New England in Chart 2) usually tending to precede. From 1925 or 
1926 to 1932 the textile and farm-wages ratios moved markedly in opposite 
directions. That is especially true for the farm-wages ratio on a New England 
base. While the textile wage differential between four Southern states and 
New England was being cut by almost two-thirds from 1924 to 1933 (indicating 
a relative rise in Southern textile wages), the differential in farm-wage rates 
between the same Southern textile states and New England increased by a third.” 

Chart 2 indicates that each of the two major upswings in the textile-wages 
ratio occurred in conjunction with a sharp upward movement in the Southern 
share of the total active textile spindles of the country. Indeed, after 1900 
there seems to be a very noticeable relationship between the textile wages curve 
and that for textile spindles, with periods of rapid increase in the spindle ratio 
being accompanied by an upswing in the textile wages series (a relative rise 
in Southern wages), and with the wages series levelling out during periods of 
less rapid rise in the spindle ratio. : 


7 The farm-wage ratio for the four Southern textile states in percentage of New England 
was 39.5 in 1923, 45.1 in 1925, 28.5 in 1932 and 32.3 per cent in 1933. Combined data for New 
England are not available before 1910. The ratio was constructed in the same way as the 
ratio for 10 Southern states compared with the country as a whole, namely by simple averag- 
ing of states and by simple averaging of the ratios for wages on a monthly and daily basis 
without board. For a further explanation, see the Appendix. 

For a statement regarding methods of collection and regarding the reliability of the 
farm-wage statistics for comparisons of wage levels over periods of time see R. F. Hale 
and R. L. Gastineau, Reliability and Adequacy of Farm Wage Rate Data, U. S. Department 
of Agriculture, February 1940, especially pp. 6, 7. For a criticism of the Department of 
Agriculture’s statistical methods see Harry Schwartz, ‘‘On the Wage Structure of Agri- 
culture,’’ Political Science Quarterly LVII (September 1942), pp. 411-25. 

The percentage of farm workers receiving board as part of their compensation has been 
comparatively low in the South, including not much more than half of all Southern farm 
workers in 1917 and perhaps a third of such workers in 1927. (See Schwartz, ibid., p. 416). 
The distribution of Southern farm workers by period of payment shifted from the monthly 
payment basis outnumbering the daily basis about 5 to 3 in 1917 and 1927, to the daily basis 
outnumbering the monthly basis at least 2 to 1 in 1939 and 1940. (See ibid., pp. 422-23.) 
In the absence of adequate yearly weights by state and region, however, a simple average 
of monthly and daily ratios has been used. The ratios on a monthly and a daily basis 
tend to parallel one another throughout the whole period. 

8 Rising from 22.5 per cent in 1900 to 33.5 per cent by 1904 and 37.2 per cent by 1909 and 
from 47.3 per cent in 1924 to 66.7 per cent in 1934. Data for the cotton-growing states and 
for the country as a whole as collected by the Bureau of the Census are presented in yearly 
issues of the Statistical Abstract of the United States. 
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No attempt is made here to determine the causal relationships between the 
two series. It should be noted, however, that after March, 1902 the Textile 
World reported labor for the Southern mills to be increasingly scarce and the 
Manufacturers’ Record repeatedly reported the existence of a general shortage 
of operatives in Southern mills during the period 1905 to 1907, indicating that 
“for the time being the South had built more mills than it had labor to operate. 
In the period from 1924 to 1930 average hourly earnings were declining in the 
North, especially for skilled textile workers, whereas such earnings were generally 
rising in the South from 1926 to 1930.?° 

The apparent influence of labor demand in Southern mills upon South- 
North wage differentials points to the importance of fundamental economic 
factors. It is true that about two-fifths of the rise in the textile wages ratio 
from 1924 to 1934 occurred after July 17, 1933, when the cotton textile code 
under the N.R.A. went into effect... The code provisions regarding wages 
reinforced existing factors that were already reducing South-North differentials. 
Noteworthy, however, is the failure of the average differential to decline below 
the 1934 figure during the following decade, despite unionization of about 15 
per cent of the industry in the South, despite the establishment of minimum 
wages under the Fair Labor Standards Act, and despite other New Deal meas- 
ures including W.P.A. 

Cotton-textile and farm-wage differentials within the South. Between states 
in the South, textile wage differentials have generally failed to conform to the 
pattern of farm wage differentials. Comparing the four main textile states 
(North Carolina, South Carolina, Georgia, and, beginning in 1906, Alabama), 
in only four out of the twenty five years for which data are available since 1890 
was their rank the same for both textile wages and farm wages. 

The farm wage pattern in the principal Southern textile states has not changed 
much since 1890, except for North Carolina.” Consistently until 1919, and 
generally thereafter, South Carolina has had the lowest farm wages in the 
South. Since 1890 Georgia has generally ranked second lowest, alternating 
at times with South Carolina for the bottom rank after 1921. Alabama has 
most frequently ranked third from the bottom, at times changing to second or 
fourth when Georgia or Mississippi have ranked third lowest. In the early 
1890’s, North Carolina was the second lowest state in farm wages, but it rose 


®See M. T. Copeland, The Cotton Manufacturing Industry of the United States, 1923, 
pp. 46-47, and Chen-Han Chen, “Regional Differences in Costs and Productivity in the 
American Cotton-Manufacturing Industry, 1880-1910,’’ Quarterly Journal of Economics 
LV (Aug. 1941), p. 548. 

10 See A. F. Hinrichs, ‘‘Historical Review of Wage Rates and Wage Differentials in the 
Cotton-Textile Industry,’’ Monthly Labor Review, XL (May 1935), p. 1171. 

11 The ratio was 74.3 per cent one week prior to the effective date of the code and was 
82.2 per cent a month after the code went into effect. See U.S. Bureau of Labor Statistics 
Bulletin No. 663, pp. 71-72, and A. F. Hinrichs, ‘‘Wage Rates and Weekly Earnings in the 
Cotton-Textile Industry,’’ Monthly Labor Review, XL (March 1935), p. 612. 

12 Based on a simple average of monthly and daily farm wages without board. 
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rapidly in rank and since 1920 has generally been outranked in the South® 
only by Virginia and sometimes Florida. 

The rank of Southern states in level of textile wages has frequently shifted.“ 
That was especially the case in the decade before World War I. Of the four 
principal textile states, North Carolina ranked highest in the early 1890's, 
ranked lowest from 1907 to 1912, and since 1916 has consistently ranked highest. 
South Carolina, ranking lowest during the period 1890 to 1906 (except for 1902), 
was highest from 1907 to 1911, and lowest again in 1914 and 1916. The result 
is that for the years 1909 through 1912, North Carolina was the highest of the 
four states in farm wages and the lowest in textile wages, whereas exactly the 
reverse was true for South Carolina. From 1916 through 1932, however, North 
Carolina consistently ranked highest in both textile and farm wages and South 
Carolina was lowest in both for 1906, 1914, 1916, and 1928. In only two years 
from 1905 to 1932" did Alabama and Georgia have the same rank for both tex- 
tile and farm wages. 

Chart 3 depicts the three-state" average of textile and farm wages in percentage 
of North Carolina textile and farm wages. Throughout the period from 1890 
to 1932, movement of the farm-wages ratio for each state in terms of North 
Carolina conforms fairly well with fluctuations in the three-state average. That, 
however, is true of textile wages only for the period after 1906. A ratio for 
wage earners in cotton-goods manufacture (three-state average in percentage 
of North Carolina) is also indicated in Chart 3.17 

The correspondence or co-variation between the ratios for textile and farm 
wages in Chart 3 is fairly close during such periods as 1908 to 1914 and 1923 to 
1929. Throughout the whole period from 1890 to 1932, however, there seems 
to be a closer correspondence between the ratio for textile wages and that for 
textile wage earners.1® For the period from 1900 to 1932, the spindlage ratio 
(three-state average in percentage of North Carolina) apparently corresponds 
as closely with the textile-wage ratio as does the wage-earner ratio.’® These 
data on a state basis again confirm the importance of the relationship (presum- 
ably mutual) between changes in labor demand and in hourly earnings within 
the textile industry. 

Additional evidence of disagreement between farm and textile wage differen- 


13 Excluding the border states and Texas. 

14 Based throughout on data for the four occupational groups mentioned at the beginning 
of the subsection on cotton-textile wages. For details of calculation of the ratios see the 
Appendix. 

15 1910 and 1928. 

16 South Carolina, Georgia, and Alabama. 

17 For the Census years of 1890, 1899, 1904, 1909, 1914, and biennially from 1919 on. 

18 Recognizing, of course, the relative infrequency of data on wage earners prior to 1919. 

19 Tt rises from 78.4 per cent in 1900 to 87.5 per cent in 1905 and then declines steadily to 
53.2 per cent in 1925, rises to 55.0 per cent in 1926, declines again to 53.3 per cent in 1927, 
and rises steadily to 72.6 per cent in 1932. The statistics represent active spindles (1917 to 
1922) and active spindle hours (1923 to 1932). Data from the Census of Manufactures, 
1900 and 1905, and from yearly issues of Statistical Abstract of the United States. 
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tials is presented in Table I. Not only are the farm wage differentials (on a 
North Carolina base) much wider than those for textiles, but they are the reverse 
of the textile differentials (except for yarn mills). Farm wage rates in Ala- 
bama average higher than in Georgia or South Carolina but average hourly 
earnings in textiles in Alabama are lower. The independent yarn mills, which 
generally pay lower wages, present a peculiar pattern.2° Not only does the 
wage-differential pattern in yarn mills fail to conform to differentials in agri- 
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culture, but it is almost the reverse of the state differentials for integrated mills 
that both spin yarn and weave cloth.” 
Within Southern states the differentials in average hourly earnings in cotton 


20 The number of employees in the yarn mills reporting from South Carolina in the No- 
vember 1943 survey was only 994, which is too small for reliable comparisons. Employ- 
ment in reporting yarn mills in the other states was: N. C., 17,817; Ga., 6008; and Ala., 
8928. 

21 Over-all averages, of course, conces! variations in differentials for various occupa- 
tions. Out of 57 occupations listed for all mills in the November 1943 survey, North Caro- 
lina’s average hourly earnings were exceeded by South Carolina’s in 33 occupations, by 
Alabama’s in 24, and by Georgia’s in 15. For integrated mills only, North Carolina’s 
averages were exceeded by South Carolina’s in 24 of the 57 listed occupations, by Georgia’s 
in 8, and by Alabama’s in 7. 
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textiles have been appreciable. In July 1944, for example, average hourly 
earnings in reporting mills in North Carolina ranged from 53.2 cents per hour 
in the Fayetteville area to 65.2 cents in the Charlotte area;” in South Carolina 
they ranged from 58.4 cents per hour in the Gaffney-Shelby area to 66.7 cents 
in the Greenville area; in Georgia from 53.5 cents in the Newnan area to 66.2 
cents in the Augusta-Graniteville area; and in Alabama from 58.1 cents in the 
Sylacauga-Talladega area to 63.3 cents in the Lannett-La Grange area.” 
Available statistics indicate that average hourly earnings in Southern mills 
under union agreement generally are not much above those paid in most non- 
union mills in the South. In 21 union mills in North Carolina at the end of 
August 1944, gross hourly earnings ranged from an average of 52.2 cents in a 
yarn mill (56.8 cents in an integrated mill) to 64.0 cents for the mill with the 
highest average; in 5 union mills in Alabama the range was from an average of 











TABLE I 
TEXTILE AND Farm Wace DiFFreRENTIALS Oct.—Nov., 1943 (N. C. = 100%) 
HOURLY EARNINGS IN COTTON TEXTILES* 
STATE FARM WAGESTt 
All mills Integrated mills Yarn mills 
per cent 
N.. 6 kee 54.5 cents 56.1 cents 48.6 cents 100.0 
S.C. eee 99.7% 97.0% 102.4% 66.9 
GB..cnaccees tes 94.5 92.2 101.7 71.4 
Bite. 06 stesuae 93.8 91.1 105.3 80.0 

















* Gross average hourly earnings for the week ending nearest to November 15, 1943. 
Source: Study by Moore and Thiers for the American Cotton Manufacturers Association 
covering 380 cotton mills with 265,653 employees in the South (including Kentucky, Vir- 
ginia, and Tennessee), which is about 70 per cent of the industry in the South. 

{ Simple average of monthly and daily rates without board on October 1, 1943 as re- 
ported to the U.S. Department of Agriculture. Source: Farm Labor, October 13, 1944, p.7. 


57.4 cents an hour in an integrated mill to 60.7 cents in a yarn mill. Comparison 
of these averages for union mills with the ranges in area averages in the preced- 
ing paragraph fails to reveal any marked differences.* In North Carolina and 


22 This omits the ‘“‘supplementary area’’ of Concord, N. C., where average hourly earn- 
ings were 75.5 cents in July 1944. That area is dominated by the Cannon Mills at Kan- 
napolis. 

23 Actual or gross hourly earnings, including overtime. Source: Cotton Goods Industry: 
Employment, Hours and Earnings, and Turnover Rates, by Areas, May-July 1944, U. 8. 
Bureau of Labor Statistics (mimeographed release). 

24 There was practically no change in the level of average hourly earnings for Southern 
cotton textile mills during the month and a half from the middle of July to the end of August 
1944. 

In neither North Carolina nor Alabama were the union mills with lowest average earnings 
per hour located in areas of lowest earnings according to the July figures of the B. L. 8. 
study. 

Source of union earnings data: Wage Analysis Showing Straight-Time Average Hourly 
Earnings and Gross Average Hourly Earnings of Each of the Certified Mills—September 1944, 
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Alabama the averages for each of the union mills fell within the range of the 
averages for the 15 North Carolina areas (53.2 to ‘65.2 cents) and the five Ala- 
bama areas (58.1 to 63.3 cents), except in the case of four of the 26 union mills. 
One union mill in North Carolina and two in Alabama had averages below those 
for any area in the state, and one union mill in North Carolina had an average 
three-tenths of a cent above any area average. 


II 

Lumber. Available data indicate that a straight-line trend fitted to the South- 
North ratio for hourly earnings in sawmills would be approximately horizontal 
for the whole period from 1890 to 1944. For the period from 1910 to 1932 such 
a trend would have a downward slope. 
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Chart 4 depicts changes in the South-North ratio for three occupational 
groups” up to 1932.” It is not possible to develop a continuous series for the 
years from 1890 to 1932. As explained more fully in the Appendix, the 1904 
break in the line for the “lumber” ratio is due to a doubling of the coverage of 
the reports beginning with that year; the drop in the ratio between 1907 and 
1910 is partly due to the inclusion of data for the Far West in the Northern 
averages beginning in 1907. 





in the matter of 23 Southern Cotton Textile Companies and Textile Workers Union of 
America, filed with the National War Labor Board, October 6, 1944. 

For additional data on cotton-textile wage differentials see ‘‘Earnings in Cotton-Goods 
Manufacture During the War Years,’’ Monthly Labor Review, LXI (October 1944), pp. 
828-35. 

26 Band sawyers, edgermen, and laborers. 

26 Subsequent data are given in Table II. 
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For the period from 1912 to 1932 it is possible to construct a South-North 
ratio based on a simple average for seven sawmill occupations?’ in 13 Southern 
and 10 Northern and Western states.2* That more inclusive ratio approximates 
the three-occupational one depicted in Chart 4, both in short-term fluctuations 
and in long sweeps. 

The decline in the South-North ratio between 1912 and 1925 is due almost 
entirely to the relative increase in average hourly earnings in the Western states 
(from 1915 to 1919 for skilled occupations and from 1919 to 1921 for laborers).?® 
If the seven-occupational series for the South is divided by the average for the 
five Northern states, the resulting ratio is 84.5 per cent for 1912 compared with 
83.7 per cent for 1925. Division of the Southern average by that for the five 
Western states gives a ratio of 75.2 per cent in 1912 and 61.0 per cent in 1925. 

From 1919 to 1932, movements in the lumber-wages ratio (Chart 4) correspond 
fairly well with fluctuations in the farm-wages ratio (Chart 1). The lumber or 
sawmill ratio is only slightly above the farm ratio during that period, except 
for 1932 when temporarily it falls just below the farm-wages ratio. Of the three 
sawmill occupations, the ratio for laborers has the sharpest downward trend, 
declining by 34 per cent from 1913 to 1932, compared with declines of 22 and 
18 per cent respectively for the edgermen’s and band sawyers’ ratios. 

For the period after 1932 it is necessary to shift the basis of the ratio to an 
average of hourly earnings for all occupations and to divide such an average for 
the South by a similar one for the country as a whole. Table II gives the result- 
ing ratio for the South in percentage of the average for the United States at 
various dates from 1930 to July 1944. 

The ratios in the table are not strictly comparable because of variations in 
coverage.*®° Furthermore, the figures for 1943 and 1944 include logging as 
well as sawmill employees, a fact which tends to make the ratios somewhat 


27 Band sawyers, doggers, setters, edgermen, trimmer operators, machine feeders in 
planing mills, and laborers. 

28 Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, North Caro- 
lina, South Carolina, Tennessee, Texas, Virginia, and West Virginia for the South; Maine, 
Michigan, Minnesota, Pennsylvania, and Wisconsin in the North; and California, Idaho, 
Montana, Oregon, and Washington in the West. 

29 See the charts, pp. 42 and 43 in A. Berglund, G.T. Starnes, and F. T. de Vyver, Labor 
in the Industrial South, 1930. 

30 For example, the 1930, 1932, and 1939-40 figures were based on special surveys covering 
50,951, 32,130 and 34,159 sawmill employees respectively. The 1935, 1936, 1943, and 1944 
figures are for mills that report regularly each month. The South as defined for this table 
includes Oklahoma, Arkansas, and Kentucky, except for the years 1930, 1932, and 1944, 
when the simple average for 11 states, exclusive of Oklahoma and Kentucky, was used. 
For the other years, presumably the figure for the South is an average weighted by employ- 
ment in each state. In the period of September 1939 to April 1940, most of the data for the 
North and West relate to a payroll period prior to the introduction of the 30-cent minimum 
on October 25, whereas most of the data for the South relate to a payroll period after Octo- 
ber 25. 
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smaller than they would be if only sawmill employees were included.» Never- 
theless it seems safe to conclude that a comparable ratio for the first half of 1944 
would not be much above a corresponding ratio for 1930 or for 1890, a conclu- 
sion which implies that during the past half century wages in the lumber in- 
dustry in the South have increased little, if at all, relative to such wages in the 
North and West. 

Data on lumber cut and on wage earners in logging and sawmilling show no 
tendency for the South to expand relative to the rest of the country during the 
last three decades. Indeed, the South’s share of the nation’s total lumber out- 
put declined somewhat after World War I,” and, although its share of the total 
wage earners in the industry remained practically constant from 1914 to 1939, 


TABLE II 
Soutu-U. 8. Ratio or Hourty EarnineGs 1n SawMiILis, 1930-1944* 





DATE | RATIO 
| 





per cent 
May-July 1930...... 2 are ps SO eee ee ae oe eee 72.4 
PI Scns (oo wo cok a See eee SP a make a a ASS ed eR 66.9 
I eo Pech o,26, 0 a visiads nae resco tate Pree ag. See ay 70.2 
i. er fee 63.1 
September 1939-April 1940.................... : 
February 1943...... yee sheesh se dr rcaeits a 

PE I  uiaich ol tesien ashy a 
July 1944...... SOR Rir an eet ra x ey 





Iss 
Nore be 
NIN oe 





* Sources of data for calculations: U. 8. Bureau of Labor Statistics Bulletin No. 586, 
1933, p. 6; Monthly Labor Review, XLIV (April 1937) pp. 850-53; Monthly Labor Review, 
LIII (July 1941), pp. 195, 203; Economic Factors Bearing on the Establishment of Minimum 
Wages in the Logging, Lumber and Timber and Related Products Industries, Wage and Hour 
Division, U. 8S. Department of Labor, August 1943, p. 35 for February 1943 data; type- 
written table from U. 8. Bureau of Labor Statistics for 1944 data; and ‘“Trend in Employ- 
ment, Earnings, and Hours’? in various issues of the Monthly Labor Review for 
U. 8. averages. 


the actual number of wage earners in logging and sawmill operations* in the 
South declined about 45 per cent during those 25 years. Consequently, wages 
in the lumber industry in the South have not had the upward pressure of a rela- 


31 The marked regional variations in the differentials for logging and sawmilling are indi- 
cated in the following ratios of average hourly earnings for September 1939—April 1940, 
derived from data in Monthly Labor Review, LII (July 1941), pp. 195-203: 


Sawmills Logging 
per cent per cent 
Guia es 20 WR DUNNE OE TROEEDL, os. 5. bios oe Ss doe oicae cs sere 82.1 91.5 
OUI OE WEE CINE OF WONG. 55 50sec cap rencadndgde raurenes 48.3 43.0 
SE SP OE GUNG GE Ue lees scvn et aeeewdcncke oneanse cose 71.4 57.6 


32 The South’s share of the total board feet cut in the U.S. fell from 46.4 per cent in the 
decade of the ’20’s and 39.4 per cent in the decade of the ’30’s. 
38 The U. 8. Census classification, “umber and timber products.’’ 
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tively expanding labor demand to raise the South-North ratio as was the case 
in cotton textiles. 

No attempt is made here to explain why relatively low wages have not in- 
duced an increase in the South’s share of the nation’s lumber output. Data 
indicate that it required in 1934 about two and a half times as many hours of 
labor per unit of output in logging and sawmill operations in the South as it 
did in large operations on the Pacific Coast.** A census study for 1929 reveals 
that sawmills in the State of Washington, while paying average hourly earnings 
about two and a half times greater, had a value added by manufacture per 
wage-earner man-hour about two and a third times greater and a use of electric 
energy per wage-earner man-hour over 15 times greater, than sawmills in Ala- 
bama, Georgia, and Texas.® 

Blast furnaces. Chart 4 also depicts a South-North ratio for two blast- 
furnace occupations. On such a narrow base, its chief significance is to indicate 
general trends.* 

From 1890 to 1931 the blast-furnace ratio appears to fluctuate around a hori- 
zontal trend at approximately 70 per cent. Even the figure for 1935 is not much 
above the ratio for 1910. Unfortunately comparable data are not available for 
the years since 1935. The South-North ratio of wages for all wage-earners in 
blast-furnace products did increase from 79.4 per cent for 1935 to 83.1 per cent 
for 1937.37 

The South’s share of the nation’s blast-furnace production (in terms of value 
added by manufacture) did not increase between 1899 and 1939. During those 
four decades, there is little apparent relationship between variations in the South- 
North ratio of hourly earnings in the two blast-furnace occupations and the 
South’s share of the total wage earners in blast-furnace operations.** Much the 


34 See A. J. van Tassel and D. W. Bluestone, Mechanization in the Lumber Indusiry, 
National Research Project, Report No. M-5, Work Projects Administration, March 1940, 
pp. 55, 100, 102, and 156. See also the author’s Economics of Labor, 1941, p. 214. 

35 Data for 823 sawmills with 30,298 wage earners in Alabama, Georgia, and Texas and 
249 mills with 26,748 wage earners in Washington. Taken from Appendix Table 29, p. 141 
in Minimum Wages in the Lumber and Timber Products Industry, Wage and Hour Division, 
U. S. Department of Labor, June 1941. 

36 That too much stress should not be placed on the minor fluctuations in this ratio is 
indicated by the fact that a ratio for three bar-mill occupations (catchers, rollers, and 
roughers) moves in the opposite directions from that for blast furnaces during most of the 
years from 1890 to 1901 and between 1926 and 1929. There is a gap in the bar-mill series 
from 1907 to 1913. 

37 Data are for all Northern states and for Alabama, Tennessee, West Virginia, Maryland, 
and Kentucky in the South as given in Man-Hour Statistics for 59 Selected Industries, Census 
of Manufactures: 1935, January 1938, p. 34, and Man-Hour Statistics for 105 Selected In- 
dustries, Census of Manufactures: 1937, December 1939, p. 59. The over-all, blast-furnace 
ratio for Alabama compared with the average for Ohio, Michigan, Indiana, and Illinois 
rose from 63.3 per cent for 1933 to 74.8 per cent in 1937. (See cbid., and Man-Hour Statistics 
for 82 Selected Industries, Census of Manufactures: i933, U. S. Bureau of the Census, No- 
vember 1935, p. 29.) 

38 Of the nation’s total wage earners in blast-furnace operations, Alabama accounted for 
12.8 per cent in 1899 and 11.3 per cent in 1939. The range during the intervening census 
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same is true for cast-iron pipe production. Although the South-North differ- 
ential in that branch of the iron and steel industry has also been of long standing 
(the South-North ratio of average hourly earnings being 84 per cent for 1937),*° 
Alabama’s share of the nation’s wage earners in cast-iron pipe production did 
not reach the 1925 figure of 50 per cent during the ensuing 14 years. 


lit 


Data for the industries discussed in this section permit the calculation of 
South-North ratios for only a part of the period since 1890. 

Furniture. Chart 5 depicts the South-U. 8. ratio of average hourly earnings 
in furniture manufacture for the years 1929 to 1931 and January 1937 to Janu- 
ary 1944. For the intervening period (1931 to January 1937) the average of 
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Cuart 5. Sourn-Norts Wace Ratios (Sours in PERCENTAGE OF Norra or U. 8.) 


Southern wage rates was divided by U. S. average hourly earnings (the dash 
line on Chart 5).*° 

The furniture ratio rose notably during two short periods in the years from 
1929 to 1944. The first relative rise in Southern wages occurred under the 
N.R.A.“ From 63.0 per cent for June 1933, the South-U. S. ratio rose to 85.5 
per cent for the last quarter of 1933—a figure not exceeded thereafter. The 





years was from 7.9 per cent in 1937 to 16.6 per cent in 1925. Tennessee and Virginia, which 
together accounted for 8.6 per cent of the nation’s wage earners in blast-furnace operations 
in 1899, represented but 2.8 per cent in 1925, after which figures for both states are not 
reported separately. 

39 Based on Man-Hour Statistics for 105 Selected Industries, op. cit., p. 60. 

40 See Appendix for actual ratios and further explanation of the data on which they are 
based 

“1 First under the President’s Reemployment Agreement, with its minimum-wage condi- 
tions, and later under the furniture code, effective December 7, 1933. 
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second rise occurred in connection with the establishment of a 40-cent minimum 
under the Fair Labor Standards Act, effective November 3, 1941. In both 
instances the ratio subsequently declined to the level prevailing before the rise 
took place—in the first instance because of a decline in average hourly earnings 
in the South as well as a rise in the North, and in the second instance because 
average hourly earnings rose more rapidly in the North.” 

A straight-line trend for the South-U. 8. furniture ratio appears to be hori- 
zontal at about 72 per cent for the years 1929 to 1944. A South-U. S. ratio 
based on a weighted average of hourly earnings for two skilled occupations has a 
downward trend between 1890 and 1907, as is indicated in Table III. The ratios 
for 1912 to 1915 in Table III are at about the same level as those for 1929 and 
1931 (around 72 per cent). The sharp rise in the ratio in 1919 was followed by 
a subsequent decline that brought it back to pre-war levels. Taking the period 








TABLE III 
Sourn-U. S. Ratios ror Two Furniture OccupatTions* 

YEARS | RATIO YEARS RATIO 
7h sae | per cent per cent 
1890 | 86.3 1915 71.3 
1891-1906 (av.) | 78.2 1919 92.1 
1907 | 74.9 1929 72.1 
1911 69.6 1931 73.9 
1912 75.0 Oct. 1937 78.3 

1913 71.8 














* Machine woodworkers and cabinet makers and skilled assemblers. South includes 
the South Atlantic and South Central regions from 1890 to 1907, the two states of North 
Carolina and Tennessee for the years 1911 to 1931, and all Southern states for October 1937. 
The numbers of employees in the occupation were used as weights to calculate the ratio 
for the occupation, and the combined ratio is a simple average of the two occupational 
ratios. Sources of data: Those listed p. 455 in U. 8. Bureau of Labor Statistics Bulletin 
No. 604, and Monthly Labor Review XXX (April 1930), p. 871 and XXXIV (March 1932), 
p. 648, and Bulletin No. 669, 1940, p. 72. 


1890 to 1944 as a whole, there is no evidence of any upward trend in the South- 
U.S. furniture ratio. It appears to have had a declining trend during the first 
two decades (1890-1910) and a horizontal trend thereafter. 

The horizontal trend of the furniture ratio is all the more striking in view of 
the fact that the South’s share of the nation’s furniture employment and output 
has been expanding, at least since 1914.“ 


42 During the current war considerable deterioration has occurred in the quality of labor 
available for furniture production both in the South and in the North. 

48 The use of skilled occupations may partly explain the downward trend up to 1911. 
Note that the two-occupations’ ratio is somewhat above the all-occupations’ ratio (Appen- 
dix and Chart 5) for the years 1929 and 1931, and for October, 1937. 

44 Between the 1914 and 1929 Censuses of Manufactures, the percentage of the nation’s 
furniture wage earners employed in Virginia, North Carolina, and Tennessee rose from 9 
to 13 per cent. Those three Southern states accounted for 21.5 per cent of the nation’s 
wood household furniture production in 1939 compared with 14.4 per cent in 1929. (The 
corresponding figures for 9 Southern states are 25.9 per cent in 1939 and 16.5 per cent in 1929.) 








332 RICHARD A. LESTER 


Paper and pulp. Adequate data are not available for the calculation of ratios 
for the paper and pulp industry prior to 1934. The U.S. Bureau of Labor 
Statistics did, however, conduct a nationwide survey of the paperboard industry 
in the first half of 1925 and again in November-December 1939. During 
those 14 and a half years, average wages paid in seven occupations“ in the paper- 
board industry rose by 75 per cent in the South*’ compared with a rise of only 
16 per cent for the country as a whole. Consequently, the South-U. 8. wage 
ratio for those seven occupations rose from 61.0 per cent in the first half of 1925 
to 92.4 per cent late in 1939.48 For two skilled occupations,*® the weighted 
average for the South exceeded the average for the United States by more than 
five per cent in 1939. 

There is some evidence of a steady increase in the South-U. S. wage ratio (a 
relative rise in Southern wages) for the paper and pulp industry from 1925 to 
1944. For the period from 1925 to 1933 that conclusion rests, however, on a 
South-U. S. ratio of average annual wages per wage earner for the biennial census 
years, and changes in annual earnings are not a reliable measure of increases 
in wage rates or hourly earnings.®° For the period from 1933 to 1937, the Census 
gives average wages per man-hour separately for paper and for pulp. South- 
U. S. ratios based on those data incre::sed from 1933 to 1935 and from 1935 to 
1937.5 

The annual Survey of Occupational Wage Rates in the Paper and Pulp Indus- 
try, published by the American Paper and Pulp Associaticn, provides fairly 
comparable data for the period from 1934 to 1943. The most detailed occupa- 


45 See Bulletin No. 407, October 1926, and Bulletin No. 692, 1941. 

46 Beater foremen or head beatermen, back tenders, machine tenders, beatermen or 
assistant head beatermen, third hands, beater helpers, and broke men. These occupations, 
which in the 1939 survey represented about 30 per cent of the employees for the U.S. and 
22 per cent for the South, appear to be the only ones strictly comparable in both surveys. 

47 The South here is confined to Alabama, Georgia, Louisiana, South Carolina, Tennessee, 
Virginia, and West Virginia—the only ones for which separate state data were given. 

48 A South-U. S. ratio was calculated for each occupation using weighted averages for 
the South. The final ratio is a simple average of the seven occupation ratios. 

49 Back tenders and machine tenders. For all skilled trades, the average of the Southern 
region exceeded that of the Northeastern region and equaled that of the Midwestern region. 
See Bulletin No. 692, p. 11. 

50 Such a South-U. S. ratio for paper and pulp (with Louisiana, Tennessee, and Virginia 
representing the South as they were the only Southern states for which separate data were 
given in the Biennial Census of Manufactures) stood at 79.0 per cent for 1925, at 82.8 per 
cent for 1927, at 89.5 per cent for 1929, at 89.4 per cent for 1931, and at 92.8 per cent for 1933. 
Total wages in the Census were divided by average number of wage earners to obtain aver- 
age annual earnings. 

5! Except for a slight decline in pulp from 1933 to 1935, which would not be sufficient to 
prevent an increase in the combined paper and pulp ratio. The ratios are as follows: 
87.1 per cent for 1933, 88.4 per cent for 1935, and 91.5 per cent for 1937, in paper; and 86.8 
per cent for 1933, 86.2 per cent for 1935, and 88.3 per cent for 1937, in pulp. The data for 
calculating the ratios were taken from Man-Hour Statistics for 32 Selected Industries, 
Census of Manufactures: 1933, November 1935, pp. 24, 25; Man-Hour Statistics for 69 Selected 
Industries, Census of Manufactures: 1935, January 1938, pp. 25, 26; and Man-Hour Statistics 
for 105 Selected Industries, Census of Manufactures: 1937, December 1939, pp. 41, 42. 
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tional summaries are given in the surveys for September 1934, October 1938, and 
November 1943—the three dates for which South-North ratios of wage rates 
were calculated and plotted on Chart 5. From 1934 to 1938 the South-North 
ratio, based on 35 occupations, rose from 93.3 to 94.0 per cent. Between 1938 
and 1943 the rise was more rapid. On the basis of data for 22 occupations, the 
South-North ratio for November 1943 is 101.2 per cent.™ 

Higher absolute wages in the South than in the North for skilled occupations 
explains why the Southern average of wage rates in paper and pulp probably 
equalled the Northern average in 1943. In 1934 average wage rates in the 
Southern zone, or “lower South,” exceeded the average for all Northern re- 
gions® in 17 of the 35 occupations; in 1938 the Southern zone exceeded in 14 of 
the 35 occupations. Compared with the North, the Southern rates were gen- 
erally higher in the skilled and high-wage occupations and considerably lower 
in the low-wage jobs.* In contrast, the Central zone,*’ or “upper South,” has 
generally paid rates somewhat less than the Northern average for both skilled 
and unskilled jobs.*® 

Between 1934 and 1943 there were notable differences in the rates of increase 
of average wage rates in the “upper” and the “lower” South. The 35 occupa- 
tions’ average for the “upper” South, which was one per cent below the same 
average for the “lower” South in 1934, rose to almost 8 per cent above the aver- 
age for the “lower’’ South in 1938.5° From 1938 to 1943, however, the “lower” 


52 All occupations with the same titles in both years were used. Wage rates for the 
“Southern” and ‘‘Central’’ regions (which include Delaware, D. C., Maryland, Kentucky, 
and West Virginia as well as the “‘regular’’ Southern states) were combined by simple aver- 
aging. The final ratios are the simple average of ratios for each of the 35 occupations. 

53 This figure was derived by applying the percentage increase from 1938 to 1943 (namely 
7.7 per cent) to the ratio for 1938 (namely 94.0 per cent). In the absence of an average for 
the North it was necessary to use a simple average for the New England, Middle Atlantic, 
and Pacific Coast regions in computing ratios for the 22 occupations in both years. Other- 
wise the calculations were as explained in the preceding footnote. 

54 Alabama, Arkansas, Florida, Georgia, Louisiana, Mississippi, South Carolina, and 
Texas. 

55 New England states, Middle Atlantic states, Lake states, Central states, and Pacific 
Coast states. 

56 Of the 35 occupations, the South in 1934 was higher than the North in 15 of the 16 
occupations with a Southern average of more than 50 cents an hour, and was higher in 14 
of the 16 occupations paying an average of more than 60 cents an hour in the South in 1938. 
Of the 17 occupations in 1943, the South was higher in all 6 that paid over $1.00 per hour in 
the South. 

57 Including Delaware, District of Columbia, Maryland, Kentucky, North Carolina, 
Tennessee, Virginia, and West Virginia. 

58 In 1934 the Central zone averages exceeded the Northern zone’s in only two of the 35 
occupations, in 1938 in two different occupations out of the 35, and in 1943 in three of the 
17 occupations. 

59 In October 1938, as many as 22 per cent of the paper and pulp employees in the ‘‘lower’’ 
South were being paid hourly wage rates under 40 cents, compared with 11 per cent for the 
‘“upper’’ South and 6.4 per cent for the country as a whole. See the special tabulations, p. 
53 in Report on the Pulp and Paper Industry, Wage and Hour Division, U. 8. Department of 
Labor, March 18, 1940. 
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South average rose 7 per cent relative to that for the “upper” South, almost 
restoring the 1934 ratio between the two zones.®° 

The increase in the South-U..S. wage ratio for the paper and pulp industry 
between 1925 and 1944 was accompanied by an increase in the South’s share of 
employment and production in the industry. From less than four per cent of 
the nation’s wage earners in paper and pulp in 1925, the three states of Virginia, 
Tennessee, and Louisiana expanded to about 6 per cent in 1927 and 1933, to 
almost 7 per cent in 1937, and to about 73 per cent in 1939. 

Hosiery. Detailed wage statistics, with seamless separated from full-fash- 
ioned hosiery, are not available prior to 1938. It is, however, possible to obtain 
some conception of wage changes in the South relative to the North between 
1932 and 1938 by comparing the knitters’ occupations in the 1932 and 1938 
wage surveys of the U. 8. Bureau of Labor Statistics. The results are indicated 
in Table IV, along with South-North ratios based on all occupations in both 
branches of the industry for the period of 1938 to 1944. 

Practically the only increase in the South-North ratio for seamless hosiery 
occurred between September 1938 and September 1940. Presumably the rela- 
tive rise in Southern wages during that period was largely due to the 25-cent 
minimum wage effective October 24, 1938 and the 323-cent minimum effective 
September 18, 1939, under the Fair Labor Standards Act. In full-fashioned 
hosiery, on the other hand, the South-North ratio increased considerably from 
1932 to 1938 but declined somewhat from 1938 to 1944. 

In seamless and full-fashioned hosiery, the South-North ratio has been con- 
siderably higher for skilled workers, especially males, than for unskilled or semi- 
skilled workers. In 1938 that ratio for skilled employees was 90 or 91 per cent 
(the South 9 or 10 per cent below the North) for both branches of the industry. 

Variations in average hourly earnings have been wide within the Northern 
and Southern regions in both branches of hosiery. For example, the average 
for all workers in full-fashioned hosiery in the South in 1938 exceeded the aver- 
age for non-union plants in the North,® and in July 1943 average straight-time 
hourly earnings in Asheville, N. C. were more than 20 per cent below the Char- 
lotte, N. C. average for the same selected occupations in full-fashioned mills. 
In seamless hosiery in 1940, average hourly earnings in North Carolina exceeded 
the average both for Pennsylvania and for the North Atlantic states; the aver- 
age for the High Point, N. C., area approximately equalled the average for the 
Midwest and was more than 20 per cent above the average for Georgia.® 


6° Based on changes in the averages for 17 occupations. 

61 Based on the Biennial Census of Manufactures, which gives separate data for only 
those three Southern states through the whole period. 

62 See Monthly Labor Review XLITX (May 1939), pp. 1153, 1161, and (June 1939), p. 1393. 

68 Jbid. 

6 See Full-Fashioned and Seamless Hosiery: Eight Southeastern Labor Market Areas, 
Straight-Time Average Hourly Earnings, Selected Occupations, July 1943, U. S. Bureau of 
Labor Statistics, Division of Wage Analysis, Regional Office No. IV, Atlanta, Georgia, 
May 6, 1944, pp. 8, 9. 

6 Monthly Labor Review LII (June 1941), p. 1517. 
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The full-fashioned hosiery industry expanded very rapidly in the South after 
1923. For example, the proportion of all full-fashioned hosiery plants located 
in the South rose from 9.5 per cent in 1923 to 20 per cent in 1929, 30 per cent 
in 1937, and 35 per cent at the end of 1938. That expansion was apparently 
accompanied, at least between 1932 and 1938, by a rise in the South-North 
wages ratio. 

Although adequate statistical data are lacking, most of the rapid expansion 
in seamless hosiery in the South appears to have occurred prior to 1933, as a 
part of the South’s expansion in cotton textiles. In 1934 approximately 60 








TABLE IV 
Sourn-NortH Ratios ror SEAMLESS AND FuLuL-FAsHIONED Hosiery, 1932-1944* 
DATE SEAMLESS FULL-FASHIONED 
7 per cent per cent 
Harley eats BOGS e's bs. 50%s.6n sine ba ARNG Cote 76.4 ‘ 71.6 
DO TIURMNINE, IIIc 5 n.0is:e.a's'0 00s Ss aewiels Soba bie oe 77.9 87.8 
SSI IIc iiss cle cae bah ph ocpig Vinee wig 80.3 83.5 
Se, IIE ois ass a. 8 0 sin mo cao alee eaten 90.7 — 
lst CET ON Ras 9S «010 Scenes SS GE Ne eh eee 90.4 77.4 
FO, «5 bk Sai areal vo be ot oo acca asc ieeeeee 89.1 74.5 
Nine SN AE 563A kaetinada semaestadl ave aeons 89.8 75.4 











* Ratios calculated from weighted average hourly earnings for knitters (male footers 
and leggers in full-fashioned, and female transfer knitters in seamless) for four Southern 
states (North Carolina, Virginia, Tennessee, and Georgia) and eight Northern states 
(Indiana, Massachusetts, Michigan, Minnesota, Wisconsin, New Jersey, New York, and 
Pennsylvania) in U. 8. Bureau of Labor Statistics Bulletin No. 591, 1933, pp. 72, 73, and in 
Monthly Labor Review XLIIX (May 1939), p. 1158 and (June 1939) p. 1397. These knitters’ 
occupations represented 21 per cent of the total hosiery employment in the 1932 sample. 
The September 1940 ratio for seamless is based on the same mills as the 1938 ratio (see 
Monthly Labor Review, June 1941, p. 1530). The ratios for October 1942 through September 
1944 are based on typewritten monthly series of average hourly earnings in all occupations 
for both branches divided into North and South (Alabama, Georgia, Kentucky, Maryland, 
Mississippi, North Carolina, South Carolina, Tennessee, Virginia, West Virginia, 
Louisiana, and Texas). 


per cent of the seamless plants were located in the Southern region; for Febru- 
ary 1941 the figure was over 66 per cent.*” 

Fertilizer. Almost two-thirds of the wage earners engaged in the manufac- 
ture of commercial fertilizer and superphosphates and the mixing of fertilizer 
materials are in the South. 

As indicated in Chart 5, the South-North ratio of average hourly earnings for 


66 See Report on the Full Fashioned Hosiery Industry, Wage and Hour Division, U. 8. 
Department of Labor, March 27, 1939, pp. 4, 5. 

67 See Minimum Wages in the Seamless Hosiery Industry, Wage and Hour Division, March 
1941, pp. 7,8. North Carolina, Georgia, and Tennessee accounted for 65 per cent of total 
seamless hosiery production in 1938. 
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the fertilizer industry increased from 51.8 per cent in 1938 to 59.1 per cent in 
January 1943.°° Judging from the South-North ratios for average hourly 
entrance rates of adult male common laborers in the fertilizer industry,®® the 
increase between 1938 and 1943 was gradual. A minimum wage rate had not: 
been established for the fertilizer industry by January 1943, although the statu- 
tory minima of 25 cents, effective October 24, 1938, and 30 cents, effective Octo- 
ber 24, 1939, applied. 

Within the South, average hourly earnings in the fertilizer industry in 1943 
were lowest in Alabama, Mississippi, Louisiana, Arkansas, and Texas, and were 
highest in Virginia and Florida. Indeed, Virginia’s average was 78 per cent 
of the average for the North. 


IV 


The above data on wage differentials point to certain general conclusions 
and raise issues for further study. 

1. It is evident that South-North wage differentials have existed since 1890 
in building, metal trades, cotton textiles, iron and steel, lumber, farming, furni- 
ture, and other industries. Scattered data indicate that such differentials 
existed during the 1870’s and 1880’s, and even earlier.”° 

2. For certain skilled trades, average wages in the South have exceeded the 
average for the North, e.g., the metal trades prior to 1920 and skilled jobs in 
paper and pulp mills during the past decade. (Average annual salaries in a 
majority of the competitive lines of manufacture also appear to have been 
higher in the South than for the country as a whole.)” In some industries, 
Southern wages for certain skilled trades equal those paid in the North (e.g., 
iron and steel”) or are closer to the Northern rates than are those for semi- 
skilled or unskilled jobs in the South (e.g., hosiery). On the other hand, in 
cotton textiles the South-North differential in 1943 was, in general, a larger 
percentage for skilled jobs than for the unskilled.” 

3. The trend of the South-North wage ratios since 1890 has been downward 
for skilled metal trades, for building trades, for farming, and for furniture (at 
least up to 1910). The straight-line trend for lumber and blast furnaces appears 
to be approximately horizontal for the whole period since 1890. Of the indus- 


68 Sources of data for calculations: Monthly Labor Review XLITX (March 1939) p. 674, 
and U.S. Bureau of Labor Statistics Bulletin No. 751, 19438, p. 5. 

69 See Economic Factors Bearing on the Establishment of Minimum Wages in the Chemical, 
Petroleum and Coal Products, and Allied Manufacturing Industries, Wage and Hour and Pub- 
lic Contracts Divisions, U. 8. Department of Labor, June 1943, p. 39. 

70 For pre-1890 data see U. S. Bureau of Labor Statistics Bulletin No. 604. 

71 See, for example, the tables, based on the 1937 Census of Manufactures, in H. L. 
Herring, Southern Industry and Regional Development, 1940, pp. 16-29. Salary per salaried 
person in the South exceeded the figure for the U. S. in 10 of the 18 industry categories 
for which tables were presented. 

72 See Brief Submitted by the United Steelworkers of America to Panel of National War 
Labor Board, Case No. 111-6230-D-14-1, 1944, p. 98. 

73 See Monthly Labor Review LXI (October 1944), p. 833. 
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tries for which statistics are available, only the South-North ratio for cotton 
textiles has had a conspicuous upward trend for the 55-year period. In paper 
and pulp, hosiery, and fertilizer, South-North wage differentials have been 
reduced during the past 20 years. The reduction appears to have been especially 
marked in paper. 

4. Expansion of the industry in the South relative to the North helps to ex- 
plain the increase in the South-North wage ratios in cotton textiles, hosiery, 
and paper and pulp. Within the South there has also been a close correspond- 
ence between expansion of employment and wage levels in cotton textiles. Lack 
of expansion in the South relative to the North presumably is one of the reasons 
that the South-North ratios for lumber, blast furnaces, and metal trades seem 
to lack an upward trend, if a straight line is applied to the entire period for which 
data are available. On the other hand, the percentage of the furniture industry 
located in the South has increased during the past 30 years, yet the three marked 
increases in the South-North ratio during that period were followed by cor- 
responding decreases. 

5. There seems to be a surprising lack of relationship elite the South- 
North textile and farm wage ratios, especially during the past two decades. 
The lack of such relationship is also notable within the South, where the rank 
of states in terms of textile and farm wages has seldom corresponded. Further- 
more, for most of the past half century there is little tendency for the South- 
North ratios in different industries to rise and fall together. 

6. Wage differentials between the South and the North and within both re- 
gions vary widely and irrationally from industry to industry and locality to 
locality. Wide differences in average hourly earnings exist in the same indus- 
try within the state, e.g., seamless and full-fashioned hosiery in North Carolina 
and Pennsylvania. The persistence of such differentials may be difficult to 
explain in terms of demand and supply. In part, they reflect company policies 
and industry practices. Some firms follow the practice of paying the “pre- 
vailing wages” for the locality; other employers, such as General Motors,” 
Ford, and the Federal Government, follow the contrary practice of applying a 
wage scale or scales uniformly throughout the country. 

7. Exclusive of cotton textiles, manufacturing employment has not expanded 
much more rapidly in the South than in the rest of the country since 1909.” 
Within the South employment in manufacturing has expanded no more rapidly 
in the lower wage areas than in the higher wage areas during the past half 


74 General Motors has three scales, one for Detroit, one for a select group of other cities, 
and a third, which applies to parts of Michigan and other Northern states as well as to the 
South. 

75 Excluding cotton textiles completely, 11 Southern states (Virginia, North Carolina, 
Tennessee, South Carolina, Georgia, Florida, Alabama, Mississippi, Louisiana, Arkansas, 
and Texas) represented 13.4 per cent of the wage earners in manufacturing in this country 
in 1909, 12.1 per cent in 1919, 13.3 per cent in 1929, and 14.7 per cent in 1939. Including 
textiles, the percentages were 14.8 per cent in 1909, 13.4 per cent in 1919, 15.7 per cent in 
1929, and 17.8 per cent in 1939, indicating a significant increase in the decade from 1929 to 
1939. 
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century.” Indeed, the greatest rate of expansion occurred iu the relatively high- 
wage state of North Carolina.” Furthermore, there seems to be little evidence 
that manufacturing employment as a whole in the South has expanded or con- 
tracted as South-North wage differentials have generally widened or narrowed. 

8. During the past 55 years, South-North wage differentials for a number of 
the prominent manufacturing industries in the South show surprisingly little 
reduction. World War I, New Deal measures, labor unions, and various eco- 
nomic adjustments appear to have brought few permanent alterations in South- 
North wage ratios for lumber, furniture, building constructicn, or, since 1932, 
for full-fashioned hosiery. Undoubtedly minimum wages under the Fair Labor 
Standards Act did help to bring about a continued decrease in the South-North 
wage differentials for a few industries as, for example, seamless hosiery and 
perhaps fertilizer. 

9. Judging by this study, low wage rates may be less important as a factor in 
industrial location and expansion than is commonly assumed, and the time 
required for economic forces to reduce or eliminate wage differentials within a 
country may be much longer in practice than in theory. Even in cotton tex- 
tiles, where the South-North differentials have been considerably reduced dur- 
ing the past 55 years, further wage “adjustments” must apparently be made 
before the industry can approach a “stable equilibrium.’ 

Economists have generally explained geographic wage differeritials within a 
country as temporary “maladjustments” that will be eliminated by ‘economic 
forces,”’ such as the migration of industry and labor. Presumably only differ- 
ences in labor efficiency could explain permanent wage differentials for workers 
performing the same work under comparable conditions in different localities. 
The productivity of labor in the South and in the North will be analyzed in a 
subsequent paper. 


76 The relatively low-wage states of Alabama, Mississippi, Georgia, and South Carolina 
accounted for 34.2 per cent of the total wage earners in manufacturing in the 11 Southern 
states in 1899, compared with 31.7 per cent in 1939 (1899 was the high and 30.0 per cent in 
both 1919 and 1935 was the low). 

77 Of the total wage earners in manufacturing in the 11 Southern states, North Carolina’: 
percentage rose from 11.8 per cent in 1899, to 13.7 per cent in 1914, to 15.5 per cent in 1927, 
and to 19.2 per cent in 1939, in spite of a relative decline in her position in cotton textiles 
after 1921 (see Chart 3). 

78 This was written before the National War Labor Board’s decision, released February 
21, 1945, in the case involving 23 Southern cotton textile companies. 
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STATISTICAL APPENDIX 


TABLE V 
Ratios oF SourHERN TO NoRTHERN WaGEs (CuHartTs 1 AND 4) 








ven | uncamme suor | | "ompmc | comms =| wnons | ronmaces | -M@ER 
per cent per cent per cent per ceni per cent per cent 
1890 114.3 94.9 59.6 78.1 74.6 71.3 
1891 113.1 94.1 a 76.1 68.3 73.7 
1892 111.9 89.4 55.4 ; 65.5 71.0 
1893 110.8 89.1 52.0 71.9 64.3 71.8 
1894 114.9 87.9 56.3 72.2 78.7 77.0 
1895 113.0 87.9 54.9 69.4 68.4 76.6 
1896 112.7 89.9 55.3 — 68.7 76.0 
1897 113.3 90.9 56.6 — 70.9 76.1 
1898 114.3 91.7 58.8 69.9 68.4 73.8 
1899 113.9 91.0 58.0 68.5 62.8 70.9 
1900 113.0 92.4 53.2 — 68.7 69.5 
1901 112.2 95.0 55.4 — 67.6 69.1 
1902 112.5 93.5 54.6 70.2 68.3 69.0 
1908 111.1 95.1 59.7 — 61.7 68.8 
1904 110.9 94.8 62.3 — 72.1 a 
89.17 
1905 109.8 93.5 64.9 —_ 76.0 89.7 
1906 109.7 95.2 64.0 77.5 78.5 94.0 
1907 og 94.8 68.0 — in fe 
106. 1h 70.9f 84.99 
1908 106.5 94.3 72.3 _ 70.2 89.39 
1909 108.7 95.2 75.3 72.5 71.7 88.09 
1910 107.7 93.4 74.0 73.6 76.8 79.5¢ 
1911 108.0 94.4 74.6 74.1 75.0 78.8 
1912 106.5 94.2 72.8 72.8 74.4 80.6 
1913 105.4 92.6 72.8 73.2 74.4 81.6 
1914 103.4 92.7 72.8 70.4 74.0 — 
1915 103.1 91.6 — 69.2 72.7 78.7 
1916 102.1 90.3 63.0 68.4 — _ 
1917 99.3 86.9 _ 70.6 — — 
1918 105.2 90.9 63.5 72.9 — — 
1919 108.2 93.6 _ 74.4 68.0 76.9 
1920 101.3 89.9 78.7 72.9 68.3 — 
1921 97.7 89.5 — 67.5 — 69.3 
1922 96.8 92.0 63.7 69.5 74.4 ~— 
1923 ost 85.4 — 64.5 — 70.7 
1924 _ 88.9 60.9 68.3 66.0 — 
1925 ~ 88.2 — 69.6 — 75.3 
1926 — 91.7 65.9 69.9 62.5 — 
1927 a 89.5 _ 67.5 — _— 
1928 ~ 85.7 69.3 67.0 — 71.2 
1929 ~ 82.9 _ 67.2 58.2 _ 
1930 _ 80.6 70.8 65.5 — 69.3 
1931 _ 80.0 — 63.0 67.8 — 
1932 = 82.5 74.0 62.9 — 62.3 
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TABLE V—Continued 



































~ jeune | “SE | Ge | Se | ae | ee 

per cent per cent per cent per cent ber cent per cent 
1933 _— 85.3 82.0a 65.4 77 .5d nee 
1934 — 86.8 84.4a 68.3 —_ — 
1935 - 83.8 82.5 66.7 78.8 — 
1936 — 84.2 82.7b 65.5 _ a 
1937 — 84.0 80.6b 64.2 — — 
1938 _ 82.3 82.0b 63.6 — — 
1939 — 84.8 82.0 66.1 — _ 
1940 — 86.4 83.3 65.7 — — 
1941 — 88.6 83.4 62.5 — — 
1942 — 87.9 82.9 63.2 — — 
1943 _ —_ 83.3 61.9 _— —_ 
1944 — — 83.1¢ 63.3 = — 

a August. 


b Averages for last 6 months of 1936, first 6 months of 1937, and last 6 months of 1938. 

c Average for first 9 months. 

d Average of data for first and second half of March. 

e Basis of calculation different from 1910 on. See explanation. 

f A change in occupational basis from 1907 on. See explanation. 

g Based on laborers only. 

h Shift from average hourly earnings to average of union wage rates. 

i Figure calculated on basis of percentage change from 1903 to 1904 according to data 
in Bulletin No. 59, pp. 43-44. 

j Not comparable with preceding figures as the number of employees covered in 1904 
in both South and North was more than double the number in 1903. 
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TABLE VI 





COTTON TEXTILE 





YEAR WAGES aan YEAR SS eames 
per cent per cent 
1890 94.5 104.0 1912 102.0 92.1 
1891 pe 102.1 1913 100.5 90.7 
1892 88.4 ; 1914 93.3 84.6 
1893 91.7 95.1 1915 — 84.1 
1894 100.1 94.2 1916 97.9 82.4 
1895 102.2 90.2 1917 vt 83.1 
1896 96.4 —< 1918 91.7 82.3 
1897 100.0 — 1919 — $4.3 
1898 100.0 90.4 1920 83.2 91.0 
1899 98.3 89.1 1921 —_ 75.6 
1900 101.2 = 1922 81.8 69.7 
1901 105.4 = 1923 — 72.7 
1902 107.8 89.5 1924 81.5 72.0 
1903 112.0 — 1925 — 73.2 
1904 96.3 — 1926 89.9 76.2 
1905 97.1 = 1927 ae 78.8 
1906 99.2a i‘. 8 1928 88.1 73.8 
x 98 .2b 1929 —, 73.5 
1907 105.2 ~ 1930 89.1 78.5 
1908 106.3 — 1931 = 72.5 
1909 103.7 91.5 1932 92.3 74.5 
1910 104.4 95.1 
1911 102.9 93.6 























a Alabama added to 8. C. and Ga. 
with 99.18 including Alabama. 
b Alabama added to S. C. and Ga. 


Without Alabama the 1906 figure is 99.04 compared 








TABLE VII 
Sournu-U. 8. Furnirure Wace Rarios* (CHart 5) 
DATE AVERAGE WAGE RATES AVERAGE HOURLY EARNINGS 

per cent per cent 

1929 68.0 65.9 

1931 70.6 65.5 

1933 aut — 

1934 83.7 _ 

Aug. 1935 81.9 — 
Sept. 1936 78.1 — 
Jan. 1937 74.0 75.8 
July 1937 70.9 71.9 
Oct. 1937 —_— 66.9 
July 1938 66.7 67.6 
Feb. 1939 66.9 68.6 
Nov. 1939 68.7 69.8 
July 1940 67.3 69.1 
Jan. 1941 67.0 70.5 
Nov. 1941 72.0 76.1 
May 1942 70.3 73.5 
Nov. 1942 68.4 73.8 
Jan. 1944 64.7 69.0 











@ Southern averages from wage-rate and earnings surveys made by the Southern Furni- 
ture Manufacturers’ Association, except for October 1937 which is based on data in U. 8. 
Bureau of Labor Statistics Bulletin No. 669, 1940, p. 29. Average hourly earnings of the 
furniture industry as a whole have been used as the base for both the wage-rate and the 
hourly earnings ratios. These data for the U. S. have been taken from U. 8S. Bureau of 
Labor Statistics Bulletin No. 669, 1940, pp. 19, 20; and, after 1938, from issues of the Monthly 
Labor Review under ‘‘Trend of Employment and Pay Rolls.’? 
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APPENDIX 


EXPLANATION OF STATISTICAL SERIES 


Foundry and machine-shop trades. Based on average hourly earnings (1890-1907) 
and union wage scales (1907-1922) for blacksmiths, boiler-makers, machinists, and iron 
molders. Data for the following cities were used: for blacksmiths (North: Buffalo, 
Chicago, Indianapolis, and Pittsburgh; South: Atlanta, Charleston, Memphis, and New 
Orleans) ; for boiler-makers (North: Boston, Bridgeport with Providence and Philadelphia 
substituted in 1907 and 1913 respectively, Chicago, and Indianapolis; South: Atlanta, 
Memphis, Mobile with Birmingham substituted 1905 on, and New Orleans) ; for machinists 
(North: Buffalo, Cincinnati, Milwaukee, Newark, and Philadelphia; South: Atlanta, 
Dallas with Houston substituted 1916 on, Nashville with Memphis substituted 1907 on, 
New Orleans, and Richmond); and for iron molders (North: Boston, Indianapolis, Pitts- 
burgh, and Providence; South: Atlanta, Memphis, Mobile with Birmingham substituted 
1905 on, and New Orleans). 

The selection of Southern cities was governed by the availability of data for the city 
each year from 1890 to 1922. Northern cities were selected on the basis of geographical 
distribution, size, and availability of continuous data for the period. Many Southern 
and Northern cities had to be discarded for lack of continuous data. Whenever it was 
necessary to substitute another city, care was taken to make certain that the wage for 
both cities was identical or approximately the same for the preceding year. 

There is a shift from an hourly-earnings to a wage-rate basis in 1907. The difference 
for that year is indicated in the table. The data since 1907 are for the middle of each 
year. 

In calculating the North-South ratios, a ratio for each trade was calculated separately 
from simple averages for all cities and then a simple average of the ratios for the 4 trades 
was used to derive the combined figure. 

Sources of data: Listed. p. 274 of Bulletin No. 604, U. S. Bureau of Labor Statistics, 
1934. 

Building trades. Based on average hourly earnings (1890-1907) and union wage scales 
(1907-1942) for bricklayers, carpenters, plasterers, and plumbers. Data for the fol- 
lowing cities were used: for bricklayers (North: Buffalo, Cleveland, Detroit, Indianapolis, 
Newark, Milwaukee, and Providence; South: Atlanta, Charleston, Houston with Dallas 
substituted 1907 on, Jacksonville, Memphis, New Orleans, and Richmond); for plasterers 
(North: Buffalo, Cleveland, Indianapolis, Milwaukee, and Providence; South: Birming- 
ham, Charleston, Jacksonville, Memphis, and New Orleans); and for plumbers (North: 
Buffalo, Cleveland, Indianapolis, Milwaukee, and Newark; South: Dallas, Memphis, 
New Orleans, and Richmond). 

The basis for selection of cities and the methods of calculation were the same as for 
the foundry and machine-shop trades. The figure for 1907 was 94.8 on either an hourly- 
earnings basis or a wage-rate basis. Since 1907 the data are for the middle of each year. 
Sources of data: those listed p. 153 of Bulletin No. 604, U.S. Bureau of Labor Statistics, 
plus Bulletins 515, 566, 626, 657, 674, 680, and 730, and Monthly Labor Review, Sept. 
1932, p. 638, Sept. 1933, p. 662, and Nov. 1935, p. 1169. 

Cotton textiles. Based on average hourly earnings for loom-fixers, weavers (male), 
weavers (female), and frame-spinners (female) for 4 Northern states (Massachusetts, 
New Hampshire, Rhode Island, and Maine) and 4 Southern states (North Carolina, 
South Carolina, Georgia, and Alabama) for the years 1890 to 1913. Each state was 
weighted by the number of employees reporting and a ratio of the South in percentage 
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of the North was calculated for each of the 4 occupational categories, which in turn were 
combined into a simple average. Data for Alabama was available only after 1903. 
Sources of data are indicated on p. 363 of U.S. Bureau of Labor Statistics Bulletin No. 604. 

For the period 1913 to 1928, use has been made of the North-South ratios presented 
by A. Ford Hinrichs and based on weighted averages for all occupations. It was neces- 
sary to convert his figures to the South as a percentage of the North. Source: Monthly 
Labor Review, May 1935, p. 1173. 

For the period 1928 to July 1937 use has been made of North-South ratios also pre- 
sented by Dr. Hinrichs and based on unweighted averages for all occupations. Source: 
U.S. Bureau of Labor Statistics Bulletin No. 663, 1938, p. 72. 

From July 1938 on, use was made of the monthly statistics of average hourly earnings 
in the Cotton Goods Industry reported by the Bureau of Labor Statistics for Northern 
and for Southern states. A South-North ratio was calculated for each month, from which 
simple averages for six months or a year were computed. 

The shifts in 1913 and 1928 had practically no effect upon the level of the ratios. In 
1913 the four occupations’ ratio and the Hinrichs’ figure both stood at 72.8. The aver- 
age of the four occupations’ series from 1914 through 1926 was 67.0'compared with 66.9 
for Hinrichs’ weighted series. For 1928 the four occupations’ series was 69.5, Hinrichs’ 
weighted series was 69.6, and his unweighted series was 69.3. The next five figures in 
each series (1930 to Aug. 1934) averaged 77.5, 79.1, and 77.1 respectively. 

Use of gross average hourly earnings rather than straight-time average hourly earn- 
ings makes little difference in the ratios. For example, straight-time average hourly 
earnings figures computed by the Bureau of Labor Statistics give the following results: 
83.5 for 1941, 84.0 for 1942, and 82.0 for 1943. 

Farm Wages. Computed by dividing the simple average for 10 Southern states (Ten- 
nessee, Virginia, North Carolina, South Carolina, Georgia, Florida, Alabama, Mississippi, 
Louisiana, and Arkansas) by the average for the U. 8. as a whole for two items: “wage 
rates of farm labor per month without board” and “wage rates of farm labor per day with- 
out board.” The monthly and daily series were then combined by simple averaging. 
After 1922 the July figure was used for the monthly data and the October figure for the 
daily series. 

Sources of data: Farm Wage Rates, Farm Employment and Related Data, U.S. Depart- 
ment of Agriculture, Bureau of Agricultural Economics, January 1943, and Farm Labor, 
U. S. Department of Agriculture, July 14 and October 13, 1944. 

Blast furnaces. Based on average hourly earnings for two occupations, keepers and 
top fillers (1890-1907) and skip operators (1907-1935). A ratio was calculated for each 
occupation, South Central region in percentage of North Central region (1890-1907) 
and Southern district in percentage of Great Lakes and Middle West district (1907-1935). 
The two series were combined by simple averaging. Since 1907 the data are for a pay- 
roll period in the first half of each year, usually in March, April, or May. 

Sources of data: Those listed p. 238 of U. S. Bureau of Labor Statistics Bulletin No. 
604, plus Bulletin No. 567, Bulletin 604, p. 544, and Monthly Labor Review, April 1936, 
p. 1034. 

Lumber. Based on average hourly earnings for band sawyers, edgermen, and laborers 
in representative sawmills. Separate ratios for each of the 3 occupational categories 
were combined by simple averaging. For the period from 1890 to 1907 the ratios were 
calculated as follows: edgermen and laborers, the weighted average of South Atlantic 
and South Central regions divided by the average for the North Central region; band 
sawyers, the average for the South Central region divided by the average for the North 
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Central region. For the period from 1910 to 1932, the simple average for six Southern 
states (Alabama, Florida, Louisiana, Mississippi, North Carolina, and Texas) was divided 
by the simple average for six Northern states (Maine, Michigan, Wisconsin, Minnesota, 
Oregon, and Washington) in each of the three occupational categories, and the resuiting 
three ratio series were combined by simple averaging. Inclusion of Far Western states 
with high wages causes this 1910-1932 series to be on a somewhat lower level than the 
1890-1907 series. Data for the intervening years (1907-10) between the two series were 
available only for laborers in five Southern states (Alabama, Florida, North Carolina, 
South Carolina, and Tennessee) and five of the six Northern states. A series was cal- 
culated for laborers for the years 1907 to 1910 and was converted to the 1910 figure for the 
combined three-occupational series. Since 1910 the data are for the middle of each year 
in which they were collected, except for 1919 and 1921 when they were scattered over a 
large number of months. 

Sources of data: Those listed p. 455 in U. S. Bureau of Labor Statistics Bulletin No. 
604, plus Bulletins Nos. 560 and 586. 

Southern textile states compared with North Carolina. The textile and farm wage ratios, 
in percentage of North Carolina figures, are simple averages of the textile and farm wage 
ratios for each of the three states (South Carolina, Georgia, and Alabama). The indi- 
vidual state ratios were computed from simple averages of the hourly earnings averages 
for the four occupational groups (loom fixers, male weavers, female weavers, and female 
frame-spinners) in each state, divided by similar averages for North Carolina. In the 
case of farm wages, the individual state ratios are simple averages of ratios (the state in 
percentage of North Carolina) for wage rates of farm labor per month without board and 
wage rates of farm labor per day without board. Beginning with 1923, the July monthly 
figures and the October daily figures were used in calculating the ratios. 








THE STATUS OF THE LABOR THEORY OF VALUE 


DUDLEY DILLARD 
University of Maryland 


In the period of classical economics the labor theory of value was more or 
less universally accepted as the central concept of political economy. After 
Ricardo, however, socialist writers employed the labor theory of value to support 
their contention that under capitalism workers did not receive the full product 
of their labor. The foremost of the socialist theoreticians, Karl Marx, building 
on Ricardo’s structure, gave this classical doctrine its most elaborate formula- 
tion, and since the time of Marx the labor theory of value has come to bear the 
socialist stamp. In academic circles it has lost the respectability it once had, 
both as part of the science of political economy and as a guide to economic 
policy. More recently there are indications of a renewal of interest in this 
doctrine which, though frequently submerged, has never been completely ex- 
tinguished. Certain new departures in economic theory and a new concern 
with the problems of socialism are the main forces giving new vitality to this 
supposedly defunct doctrine. Thus we find the most famous living economist, 
Lord Keynes, affirming the validity of the labor theory of value while denying 
the desirability of socialism.2 Professor Schumpeter has recently told us that 
the future belongs to socialism, but that the labor theory of value is “dead 
and buried.’* Some socialist theorists are among the most vigorous opponents 
of the labor theory of value, while other socialists remain its staunch defenders.‘ 

With some socialists giving it up and some non-socialists affirming its validity, 


1 The most cursory survey of the history of economic thought cannot fail to indicate the 
vitality of the labor theory of value in its myriad forms. It runs from the early Christian 
fathers, through the Canonists, Classicists, pre-Marxian socialists, Marxian socialists, 
down to Lord Keynes in our own time. About the only “heretics’’ from this tradition have 
been the neo-classicists (including some modern socialist writers) of the past seventy-five 
years. The apparent conflict between neo-classical theory and the labor theory of value 
arises more from a difference of pre-occupation rather than of logical incompatibility. One 
thing this reflects is that those who have employed the labor theory of value have tradi- 
tionally been concerned with finding answers to practical problems whereas the neo-classi- 
cal school has largely confined its activities to developing the logical requirements of a 
self-consistent system of equilibrium. 

2 The General Theory of Employment, Interest, and Money (New York: Harcourt, Brace, 
1936) pp. 213-214, and the concluding chapter. 

3 J. A. Schumpeter, Capitalism, Socialism, and Democracy (New York: Harper, 1942) 
esp. pp. ix, 25. 

4See A. P. Lerner, ‘‘From Vulgar Political Economy to Vulgar Marxism,’’ Journal of 
Political Economy, 1939. Also Maurice Dobb, Political Economy and Capitalism (London: 
Routledge, 1937). For a discussion of the labor theory of value in relation to the Soviet 
Union, see Carl Landauer, ‘‘From Marx to Menger,’’ American Economic Review, June, 
1944, pp. 340-344, and two articles in the September issue of the same journal, Pod Zname- 
nem Marxizma, ‘“Teaching of Economics in the Soviet Union” (translated), pp. 501-530, 
and Raya Dunayevskaya ‘‘A New Revision of Marxian Economics,”’ pp. 531-537. 
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the labor theory of value ceases to be a doctrinaire tenet of socialist advocates, 
and the occasion is ripe for a fresh investigation of its status. It seems appro- 
priate to examine this question in connection with Professor Schumpeter’s 
latest book because the question raised in this work is the same as that to which 
Marx, employing the labor theory of value as a central concept, addressed him- 
self in Capital: Can Capitalism survive? The answer in both cases is in the 
negative, but for quite different reasons. 

The problem posed by the labor theory of value leads to some fundamental 
questions of method in economics. Professor Schumpeter’s dictum that this 
theory is “dead and buried” must be viewed in relation to a special definition 
of value theory and of economic theory. While this dictum may not be wrong 
in the light of his view of the nature and scope of economic theory, it is mis- 
leading as a prophecy because in a different perspective of economic theory 
there is still a place for the labor theory of value. It is not dead nor is it 
logically incompatible with the marginal theory, as Professor Schumpeter con- 
tends. 

According to Professor Schumpeter the theory is “dead and buried” because 
it is inferior to the modern marginal theory as a tool of analysis. He says it will 
work only under very special assumptions, which include perfect competition, 
equal organic composition of capital, labor as the sole factor of production, and 
labor which is all of the same kind (skill). He asserts, on the other hand, that 
the modern marginal theory works as well under conditions of monopoly or 
imperfect competition as under conditions of perfect competition. It involves 
no special and limiting assumptions as to the composition of capital, the num- 
ber of factors of production, or the homogeneous quality of labor.’ 

It is to be noted that Professor Schumpeter does not say the labor theory of 
value is wrong. In fact he criticizes those who so label it. It is “dead and 
buried” because of its limited applicability and not because of its lack of va- 
lidity. He recognizes that it represents a formal rather than an empirical propo- 
sition and that the appropriate question to apply to formal theory is one of 
usefulness rather than one of validity. With respect to this latter position 
the following discussion is in complete agreement. 


5 Schumpeter, op. cit., p. 24. In contrast with Schumpeter’s optimistic statement con™ 
cerning the workability of the marginal analysis under conditions of monopoly and im- 
perfect competition, the now famous statement of Professor Hicks is interesting: ‘‘It is to 
be recognized that a general abandonment of the assumption of perfect competition, a 
universal adoption of the assumption of monopoly, must have very destructive conse- 
quences for economic theory. Under monopoly the stability conditions become inde- 
terminate; and the basis on which economic laws can be constructed is therefore shorn 
away... . It is, I believe, only possible to save anything from this wreck—and it must be 
remembered that the threatened wreckage is that of the greater part of economic theory—if 
we can assume that the markets confronting most of the firms with which we shall be dealing 
do not differ very much from perfectly competitive markets.”” Value and Capital (Oxford: 
Clarendon Press, 1939), pp. 83-84. I do not wish to imply that this in any way proves 
Professor Schumpeter is wrong. The point is that to Professor Hicks ‘‘economic theory” 
means essentially modern marginal theory, and his position regarding its flexibility ap- 
pears to be directly contrary to Professor Schumpeter’s position. 
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What is not quite clear is whether Professor Schumpeter means that the 
modern marginal analysis would have worked better than the labor theory of 
value in Marx’s theory of capitalism. Since his criticism of the theory as well 
as his case for the superiority of the marginal technique appears in the chapter 
which evaluates ‘““Marx the Economist” this would seem to be his meaning. 
To this position the following discussion takes exception. 

My criticism of Professor Schumpeter’s position is that he contributes to the 
common mistaken idea that the modern marginal theory of pricing is neces- 
sarily incompatible with the labor theory of value; that since the former is 
superior because of its greater flexibility, the latter has no place in modern 
economic theory. This position, it seems to me, is misleading. The two theo- 
ries are not intended to answer the same questions, and the questions they 
answer cannot be ascertained specifically except in relation to particular sys- 
tems of theory. Generally speaking, the marginal theory has meaning in rela- 
tion to a static theory of equilibrium, whereas the labor theory of value, as 
employed by Marx, has meaning in relation to an abstract (not the same as 
unrealistic) theory of social classes. Neither theory is wrong; both are useful 
in certain respects. Which shall be employed is largely a question of the nature 
of the problem which confronts the theorist. The marginal analysis might be 
used to supplement a labor theory of value of the Marxian type, and the labor 
theory of value can play an ancillary role in a system of theory employing the 
marginal technique, as in the case of Keynes.® 

The tendency of some modern theorists to reject completely the labor theory 
of value in favor of the marginal theory is associated with a special definition 
of economics as ‘‘pure”’ economics. Professor Schumpeter seems to fall into this 
group, which maintains that an economic theory can be articulated which is 
completely neutral from the standpoint of economic policy.’ Economists have 
had something to say about economic policy in their works on economic theory 
because they have wandered into the fields of “historical sociology” and ‘‘eco- 
nomic sociology.”’ ‘Pure’ economic theory is defined as the “logic of choice” 
or as “propositions about the logical properties of a system of abstractions.’’® 
Economic theory in this sense has nothing to do with social relations, and “‘soci- 
ological factors’ are ruled out as belonging to a discipline foreign to economic 
science. Without here embarking on a discussion of the shortcomings of this 


6 See below. 

7 Cf., for example, Business Cycles (New York: McGraw-Hill, 1939), p. vi; The Theory 
of Economic Development (Cambridge: Harvard Press, 1934), esp. pp. 59-61. 

8 Capitalism, Socialism, and Deirocracy, p. 46. 

° This leads directly to a troublesome dualism between theory and policy. The work 
of so able an economist as Professor Stigler, under the ‘‘purist’’ influence, illustrates some 
of the peculiar results arising from this approach. Stigler says: ‘‘Economic theories are 
conclusions drawn from assumptions according to the rules of logic. ‘Pure’ economic 
theory is therefore a field of logic, essentially mathematical in nature.”? Without any 
attempt to explain the apparent contradiction, he tells us on the following page: ‘‘Econom- 
ics is, after all, political economy, and social policy is, as it has always been, its central 
problem.” Production and Distribution Theories (New York: Macmillan, 1941), pp. 7, 8. 
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dualism between theory and policy, it may be stated that this school is at fault 
in trying to impose its own definition of the scope and method of economics 
on the rest of the profession. There is no single standard as to the scope of the 
science; this all depends on the problem to which the theory is addressed. 

A particular concept like the labor theory of value in Marx has meaning only 
in relation to the theory as a whole. In order to appraise the meaning of par- 
ticular concepts the meaning of the whole theory must be established. In the 
case of Marx the whole system represents an attempt to show why and how 
capitalism as a system of production will break down. 

In working out the answer to this question, the labor theory of value was pre- 
liminary to the theory of surplus value. This in turn was the avenue by which 
Marx approached his theory of capital, the framework on which he constructed 
his explanation of capitahst breakdown. Although Professor Schumpeter rec- 
ognizes the interrelations among the various parts of Marx’s system of theory, 
he does not take this organic unity of the theory into account in criticizing the 
theory of value. Otherwise he would not make the direct comparison between 
the marginal theory and Marx’s theory of value. In comparing the labor theory 
and the marginal theory the relevant question is: Which can contribute more to 
Marx’s explanation of capitalism’s inability to survive? While the labor theory 
of value may not be indispensable tc Marx’s chief task, it is nevertheless a 
fairly effective tool for expressing the division of income between those who 
functionally contribute to production and those who participate in distribution 
by virtue of their ownership and control of the means of production. This is 
all important to Marx because his suggestion for changing the economy involved 
a change from private to social control of the means of production. There 
may be better ways of expressing this idea, but Marx’s value theory contributes 
more to his explanation of capitalism’s breakdown than the marginal theory 
could contribute, and also more than the marginal theory contributes to Pro- 
fessor Schumpeter’s explanation of the same process. One might go so far as 
to say that an important difference between Marx and Schumpeter is that 
Marx’s economic theory was constructed as a framework for explaining the 
collapse of capitalism, whereas Professor Schumpeter’s economic theory, es- 
pecially the marginal theory of price, has relatively little if anything to do with 
his explanation as to why capitalism will not survive. To repeat what has 
already been implied, individual concepts in economic theory have their mean- 
ing only in relation to a whole system of theory and should not be appraised in 
abstraction from that system. 

Professor Schumpeter has himself pointed to the danger of criticizing the for- 
mal propositions of one system of theory in terms of the propositions of another 
system of theory, and has thereby indicated the necessity of judging parts of 
systems in relation to the purpose for which they are intended.!° But as Pro- 
fessor Rogin has stated, “Professor Schumpeter’s pragmatism with respect to 


10 Das Wesen und der Hauptinhali der theoretischen Nationalokonomie (Leipzig, 1908), 
p. 325. 
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method does not proceed to the theorists’ social outlook; it stops short on the 
heuristic level.’ 

This probably explains why Professor Schumpeter says Marx’s theory is nothing 
but Ricardo’s theory. He acknowledges differences in wording, in method of de- 
duction, and in sociological implication, but ‘in the bare theorem, which alone mat- 
ters to the theorist of today’’ there is no difference between Ricardo and Marx.’ 
A statement such as this rests on a special and, as already mentioned, too narrow 
definition of economic theory. It places excessive emphasis on technical similari- 
ties and differences in systems of economic theory to the neglect of the social out- 
looks of the respective theorists. An example of the dangers of this neglect is 
seen in attempts in recent years to make comparisons between Keynes and Marx 
and to imply that they fall into the same tradition in economic thought," whereas 
the more fundamental similarity is between Keynes and Proudhon.“ The theo- 
rem in relation to the whole system of economic theory and the whole theory in 
relation to the social perspective of the theorists also matter to the theorist of 
today. Criticism which ignores the social outlook of the theorist has been a 
chief source of dogmatic disagreement among the various schools of economic 
thought. Certainly this has been true of the polemics concerning the eco- 
nomics of Keynes’ General Theory. 

Marx did not intend to show that the prices which would emerge historically 
would be determined by the amount of labor time socially necessary for their 
production, nor even that actual prices would approximate the values of indi- 
vidual commodities. This is what is meant by the statement that Marx’s 
theory of value is not a theory of price.* If Marx had intended to demonstrate 
this, his assumption of equal organic composition of capital would, of course, 
be completely unjustified. What he did intend to demonstrate was the his- 
torical breakdown of capitalism, and it is on this ground and not with reference 


11 Leo Rogin, ‘‘Davenport on the Economics of Alfred Marshall,’? American Economic 
Review, vol. 26, June, 1936, p. 248. 

12 Capitalism, Socialism, and Democracy, p. 23. Emphasis supplied. 

13 Cf. esp. Fan-Hung, ‘“‘Mr. Keynes and Marx on the Theory of Capital Accumulation, 
Money and Interest,’’ Review of Economic Studies, vol. 7, October, 1939, pp. 28-41; and 
8.8. Alexander, ‘““Mr. Keynes and Mr. Marx,”’’ Review of Economic Studies, vol. 7, February, 
1940, pp. 123-135. 

14 Cf. Dudley Dillard, ‘“Keynes and Proudhon,” Journal of Economic History, vol. 2, 
May, 1942, pp. 63-76. 

15 “The time appears to have arrived when the economist, of whatever school, should 
recognize the folly of adhering dogmatically to some specific version of the truth. Rather 
he must realize the relative nature of ‘truth’ (i.e. the importance of the particular perspec- 
tive), if he is to avoid making his own version of it absolute, hence merely a sectarian 
dogma. To achieve this end the economist must be aware of the interrelationships among 
thought, belief, and action.’? William H. Nicholls, ‘‘Social Biases and Recent Theories 
in Competition,’’ Quarterly Journal of Economics, vol. 58, November, 1943, p. 1. 

16 The labor-value theories of Smith and Ricardo were intended to be explanations of 
individual prices. Marx’s transformation of values into prices is a special problem which 
need not concern us here. For a discussion of this question see P. M. Sweezy, The Theory 
of Capitalist Development (New York: Oxford Press, 1942), Ch. 7. 
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to individual exchange ratios that his theory must stand or fall when tested 
by an appeal to facts. 

There are two important aspects of what is commonly called in economics the 
labor theory of value: 


1. A formal expression of the allocation of scarce resources among alternative uses. 
2. A formal expression that human labor is the only creative agent in production. 


The marginal technique is useful only in relation to the first of these two 
aspects. It is an explanation of individual prices, i.e., a means for expressing 
the terms on which alternatively usable resources are offered in the market. 
In regard to the second aspect the marginal technique is not useful, and in fact 
easily becomes a source of semantical confusion in connection with the problem 
of functional’ participation in the output of goods and services. The proposi- 
tion that labor is the sole creative or “productive” factor in production seems 
to be contradicted by the marginal analysis which appears to imply that capital 
is in some sense “productive.”” Consequently we frequently find those who are 
critical of the so-called “productivity,” abstinence, and waiting theories of 
interest, sympathetic toward the labor theory of value. Lord Keynes, for ex- 
ample, says: “I sympathize with the pre-classical doctrine that everything is 
produced by labour....It is preferable to regard labour ...as the sole factor 
of production, operating in a given environment of technique, natural resources, 
capital equipment and effective demand.’* Keynes is a “modern” theorist 
employing the marginal technique, but this does not lead to a rejection of the 
labor theory of value. 

Lord Keynes’ sympathy for this theory, which has been almost entirely ig- 
nored in the voluminous literature concerning the General Theory, is fundamental 
to his position, even though a theory of value as such is of incidental signifi- 
cance in his work. The labor theory of value is entirely consistent with Keynes’ 
antipathy for the “functionless rentier.” Likewise it is thoroughly consistent 
with his technical theory. As an economic theorist Keynes has a central pur- 
pose: to articulate the special role played by money and to trace its effects upon 
employment. His position is that the propensity to hoard money “artificially” 
raises the rate of interest to a point inconsistent with sufficient investment 
to yield full employment. Interest appears as a payment necessary to over- 
come the propensity to hold assets in the form of money rather than in some 
other form. Those who receive interest are performing no necessary social 
function, but are enjoying the fruits of an institutional monopoly price. It is 


17 The term ‘‘function”’ is used here in the sense that Tawney uses it in The Acquisttive 
Society (New York: Harcourt, Brace, 1920) esp. Chapters 2, 5, and 6. 

18 The General Theory of Employment, Interest, and Money, (New York: Harcourt, Brace, 
1936) pp. 213-214. (Keynes emphasis.) To avoid possible confusion it should be noted 
that Keynes uses the term ‘“‘pre-classical’’ to refer to Ricardo and his predecessors, who 
are more conventionally referred to as the ‘‘classical’’ economists. Earlier in this paper 
the term ‘‘classical’’ was used in the conventional sense. Keynes acknowledges that his 
terminology is unusual. See General Theory, p. 3. 
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only because capital is artificially scarce and not oecause it is productive that 
it has a yield, over its whole life, in excess of its original cost. The meaning of 
this theory emerges in terms of a program designed to lower the rate of interest. 
This explains, I think, why the concept “liquidity-preference” plays a leading 
role in Keynes’ theory but sinks into relative insignificance in Schumpeter’s 
theory, in which interest is likewise viewed as a “purely monetary phenome- 
non.””!9 

Professor Schumpeter’s scientific impulse resents “that on every page the 
ghost of [Keynes’] policy looks over the shoulder of the analyst, frames his 
assumptions, guides his pen.’®° He then condemns Keynes for offering a theory 
which is an argument for a policy. “It is,” says Professor Schumpeter, “vital 
to renounce communion with any attempt to revive the Ricardian practice of 
offering in the garb of general scientific truth, advice which—whether good or 
bad—carries meaning only with reference to the practical exigencies of the unique 
historical situation of a given time and country. This sublimates practical 
issues into scientific ones, divides economists . . . according to lines of political 
preference. ... Economics will never have nor merit any authority until that 
unholy alliance is dissolved. . . . This book [General Theory] throws us back once 
again.’ No one would quarrel with the desire to have things offered for what 
they really are and to abolish the tendency to offer as universal scientific truth 
that which is merely the concealed argument for a particular policy. We may 
acknowledge that Ricardo and Keynes both sinned in this respect. But there 
are two avenues of escape from this “unholy alliance” of theory and practice. 
Professor Schumpeter acknowledges but one. He would separate ideas from 
interests. He tells us, ‘Economics is a positive science which has to explain 
actual processes.”*® Perhaps he would say that the aspect of the labor theory 
of value which relates to functional participation in production is a problem for 
social philosophers ‘who want to deduce from it ethical claims to the product.” 

The alternative approach, which does not demand that interests and ideas be 
separated, avoids the classical and Keynesian deception but retains their vitality 
for policy by a self-conscious recognition of the ethical and practical judgments 
involved. If economics is a social science and not just a branch of logic, it in- 
volves the description of social processes concerning the nature of which men’s 
judgments inevitably differ. Income distribution is an “actual process” which 
can be described without an ethical judgment as to how the social product should 
be divided. Where ethical judgments necessarily enter is in the choice of “tools” 
which are used to describe the “‘actual process.” The truth about the “actual 
process” is that it is inevitably a partial truth, and the theory and concepts 
used to describe it are only partially valid theory and concept, i.e., valid in 


19 See Professor Schumpeter’s review of Keynes’ General Theory in American Statistical 
Association Journal, Vol. 31, 1936, pp. 791-795, esp. p. 795. 

20 Ibid., p. 792. 

2 Ibid., p. 792. 

22 Capitalism, Socialism, and Democracy, p. 23. (Emphasis supplied.) 

38 Loc. cit. 








352 DUDLEY DILLARD 


relation to the practical and ethical judgments of the perspective which projects 
the description. If one accepts this position, then one does not resent the fact 
that Keynes’ theory is an argument for his program any more than one resents 
the same in the case of Ricardo or Marx, or for that matter Smith, Malthus, 
Mill and Marshall. One merely sets about to discover the nature of the rela- 
tionship between the theory and the unique historical situation of a given time 
and country as viewed by the theorist in question. 

Economists of the present and future may talk a different language from those 
of the past in the sense that a theory of value will not be the central concept. 
Professor Schumpeter may be right when he says the labor theory of value is 
“dead and buried” if he means it in the sense that all theories of value will lose 
the central position they once held. It seems preferable, for example, to speak 
of increasing real output—in spite of the index number difficulty—rather than 
of the decreasing real value of commodities, as Marx did.** Nevertheless the 
idea that human activity is the sole creative agent in production for human 
wants is a fundamental axiom which many economists—socialist and non- 
socialist alike—will wish to express explicitly. The marginal theory of prices 
is no substitute for this. 

In conclusion, whether or not the labor theory of value is ‘dead and buried” 
depends partly on what one means by a theory of value, and this in turn is 
conditioned by one’s definition of economic theory. If one accepts Professor 
Schumpeter’s definition of economics as “pure” economics, and his definition 
of a theory of value as the logic of choice in the allocation of resources, then 
it is difficult to quarrel with his pronouncement concerning the demise of the 
theory. On the other hand, if one envisages economic theory as a discipline 
directly linkea to economic policy, and if one concedes a role to value judg- 
ments in the choice of concepts which relate to the description of the rela- 
tions between social classes, then the position taken by Professor Schumpeter 
is misleading. The main point of the above discussion has not been to argue 
the relative merits of these two views of economic theory, but rather to appeal 
for tolerance in the recognition of different approaches to economic theory. 





*% Cf. Joan Robinson, An Essay on Marzian Economics, (London: Macmillan, 1942), 
p. 23. 
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Much thought and discussion in recent years about the problems of agricul- 
ture, and of the rural South in particular, have centered around a means of 
supplementing rural income by the decentralization of industry to provide off- 
farm employment in rural areas. Because this consideration has given greater 
emphasis to the utilization of the available labor resources, the question, ““What 
effect will a policy of decentralization of industry have upon the utilization of 
rural land resources?” is of great importance. A recent study of the land utiliza- 
tion of Henry County, Virginia! provides some data on this question, a presenta- 
tion of which is the purpose of this article. 

Henry County, Virginia, predominantly an agricultural area before the 
twentieth century, has experienced a decline in agricultural pursuits accom- 
panied by a growth of industrial production. Its rural lands are characterized 
by extensive areas of soils of relatively low inherent productivity combined with 
large acreages of badly eroded land, a resultant of the past tobacco economy. 
Sixty per cent of the rural land has been classified as not adapted to agriculture? 
Land withdrawn from agricultural use between 1910 and 1940 amounted to 
54,429 acres,’ indicating that farmers located in the submarginal areas were 
shifting to other areas or to other employment as opportunity presented itself. 
In addition, many farms have shifted from a relatively intensive agricultural 
organization to a less intensive subsistence type of farming. 

Co-ordinate with this decline in agriculture, industrialization has taken place. 
Beginning early in the century, but proceeding at an accelerated pace in the 
mid-twenties and continuing until the present, there has been a growth of in- 
dustry and manufacturing. The value of manufactured products producedin 
the county increased from 3.8 million dollars in 1919 to 29.9 million dollars in 
1939, and during the same period wages paid by industries increased from 

700,000 to 5.4 million dollars a year.* This industrial activity employs labor 
which has been drawn largely from the surrounding countryside. 

Thus, Henry County affords a case study of the changes in land use and the 
resultant pattern of land utilization in an area where the transition from an 
agricultural to an industrial economy is already well developed. While it may 
not be typical of industrial expansion which has taken or may take place in 
other areas, it can be said that the conditions which characterize the agriculture 


1 Land Utilization in Henry County, by W. L. Gibson, Jr., and Stewart Bell, Jr., Virginia 
Agricultural Experiment Station Technical Bulletin 93, March, 1944. 

2 Ibid, p. 8. 

3 U.S. Census of Agriculture. 

4U. 8S. Census of Manufactures. 
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of Henry County are found in many areas of the South, where a shift in the 
production area of the traditional cash crop has left behind depressed agricul- 
tural conditions and much badly eroded land. 


I 


The economic history of Henry County has been one of constant adjustment. 
in the use of available resources to some enterprise which would afford cash 
income to the local population. Four stages are evident: (1) Settlement and 
speculation; (2) general farming and tobacco culture; (3) tobacco manufac- 
turing; and (4) furniture and textile manufacturing. 

Upon completion of a period of settlement, followed by an era of agricultural 
endeavor in which tobacco production supplied a source of cash income, the 
people of the county experienced a loss of market for their tobacco crop. After 
the Civil War the demand for tobacco shifted rapidly to the cigarette types, 
which most of the soils of the county are not adapted to producing. This situa- 
tion was met by a period of tobacco manufacturing. Small tobacco factories 
came to dot the county, utilizing the tobacco produced on the local farms in 
the manufacture of a fine chewing tobacco, and this combination of the produc- 
tion and manufacturing of tobacco sustained the local economic life for a period 
of years. Eventually, however, tobacco manufacturing passed to the large 
corporations, and the small tobacco companies of Henry County were either 
sold to the larger companies, who discontinued them, or were forced out of 
business. Thus, again the community was economically stranded for a means 
of employing its resources. This time it turned to the manufacture of furniture. 
In 1902, a loca! man, Mr. J. D. Bassett, organized a small company for furni- 
ture manufacturing. Today this business represents a large industry employ- 
ing more than 2,500 persons in eleven different factories in the county. In 
1906 this initial industrial development was followed by the formation of the 
American Furniture Company, whose growth has paralleled that of the Bassett 
industries. These two pioneer furniture industries have been followed by numer- 
ous smaller companies, which together make the area one of the most important 
furniture manufacturing centers in the East. 

Textile manufacturing began in the county in 1919, when the Marshall Field 
Company of Chicago established a towel mill at the town which they developed 
and called Fieldale. This pioneer textile mill has been followed by other plants 
engaged in the manufacture of hosiery, underwear, knitwear, trousers, and other 
textile products. 


II 


The establishment of the industrial economy placed greater emphasis upon 
the utilization of labor resources than of land resources, and produced entirely 
different demands upon the land. In the first place, the industrial develop- 
ment did not provide a new cash farm enterprise to replace the acreage previ- 
ously devoted to tobacco production except for some increase in the demand for 
perishable products needed by the expanding nonfarm population. Secondly, 
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industrialization brought about a shift in the use of the rural land from pre- 
dominantly full-time farming to a land-use pattern almost completely dependent 
upon industrial pursuits. This new land-use pattern consists of an admixture 
of full-time commercial farms, subsistence farms, part-time farms, rural resi- 
dences, and space location for various service institutions. The following dis- 
cussion of the various types of landholdings provide some explanation of this 
development. 

Before going into the discussion of specific types of landholdings, however, 
one more general observation on the effect of industrialization should be pointed 
out. With the loss of the tobacco enterprise, and the failure of the industrial 
development to replace it with another source of cash farm income, the agri- 
culture of the county has developed into subsistence agriculture and production 
for local markets. The full-time commercial farms, with the exception of a few 
in the eastern part of the county which still produce small acreages of tobacco, 
are devoted to the production of perishable products for local consumption. 
Likewise, subsistence farming, part-time farming and residential occupation of 
land represent land uses for a definite local consumption. Thus, today, the 
agricultural enterprise has become almost entirely subsidiary to the manufac- 
turing enterprise, and its function is to provide subsistence for the workers who 
labor in the factories, their families, and the accompanying professional and 
service personnel. 


Ill 


The full time farm businesses in the county may be conveniently divided into 
two groups: Those produ¢ing products on a commercial scale and others pro- 
ducing family subsistence only. The full-time commercial farms consist of 
those which, following industrialization, have changed the organization of their 
businesses to the production of perishable products (vegetables, fruits, milk, 
eggs, poultry) for the increased local demand, and those which produce tobacco 
as a cash crop, the latter being a remnant of the earlier commercial agriculture 
of the area. The commercial farms producing perishable products for the local 
market represent a definite change in the land utilization as a result of the in- 
dustrialization. Data collected from a sample of these farms showed that in 
most cases they were cultivated more intensively than before industrialization. 
These farms, in general, are located in the areas of better agricultural land and 
are almost wholly absent from those areas classified as not adapted to agri- 
cultural production. It appears, then, that the farmers on the better land 
were able to adjust their businesses to the changing economic conditions, and 
were able to maintain their farms intact. This held true even in many cases 
where the farms are situated near the urban centers. On the other hand, many 
farmers in the poorer agricultural areas were not able to make similar adjust- 
ments, and the result of industrialization was that the land was abandoned; 
or where location with respect to the factories and mills warranted, they were 
broken up into smaller units for rural residential, part-time farming and 
commercial uses for which the agricultural productivity of the land was 
of less importance. 
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Industrialization has affected the other type of commercial full-time farms, 
those producing tobacco, only in an indirect way. Many of these farms are 
marginal tobacco farms, and as the industrial development expands, thereby 
creating a demand for additional laborers, the operators of these marginal farms 
are constantly faced with a choice of alternatives—whether to continue their 
farming operations or to abandon farming and shift to industrial employment. 
This has created a constant pressure upon the land for a greater intensity of 
use or a shift from full-time farming to some other form of land occupancy and 
land utilization. Thus, in the industrialization of an agricultural area, shifts 
in land utilization and the type of occupancy of rural land occur not only be- 
cause of increased demand for perishable products, but also because of the ris- 
ing margin at which farmers are influenced to shift their employment and land 
utilization. 

Full-time subsistence farms undoubtedly existed in the county previous to 
the industrial development as shown by the census of agriculture, but this type 
of farming has expanded greatly with the shift of tobacco production from the 
area. Many farmers, unable to develop other cash farm enterprises, were 
forced to shift to less intensive organizations which in most cases meant a defi- 
nite shift to subsistence farming. Industrialization did, however, offer a new 
source of cash income to full-time subsistence farmers by providing nonfarm 
employment for the operator’s family. Thus, many of the subsistence farms 
today are operated by men who direct their efforts to the production of the 
greater part of the family’s food and fuel requirements while the needed cash 
income comes from the employment of sons, daughters, and wives in the local 
factories and mills. This type of farming does not, however, appear to be a 
permanent type of land occupancy. Data collected indicate that at the death 
of the operators, the sons and daughters usually abandon the farms or shift 
to part-time farming operations. 

Many of the subsistence farms are in areas which are not adapted to farming, 
and if present trends continue unabated they may be considered as one step 
in the long process of land abandonment. In the county as a whole, only six 
per cent of the sons 18 years of age or over who had stopped school remained 
on their home farms as a place of employment, and the majority of these were 
on farms in areas classified as adapted to agriculture. Furthermore, in 1940 
a total of 98 farms in the county were mapped as abandoned. 


IV 


Mill villages were early developed by the industries near the factories in 
Martinsville, Bassett, and Fieldale. In more recent years, there has been 
little expansion of these villages, partly as a result of the encouragement given 
by the management of the industries to rural living and home ownership by 
employees, and partly from a desire on the part of the people themselves to 
avoid high urban rents and land values including preference which some have 
for rural living. Thus, there has been a significant increase in the number of 
rural nonfarm homes of industrial workers. In 1930, 30 per cent of the county’s 
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population was classed as rural-nonfarm, and by 1940, this figure increased to 
54 per cent.® Industrialization created “ru-urbanization.” It did so by provid- 
ing opportunity for local employment of the farm population and by creating 
a demand for rural land for residential use. These residential areas have de- 
veloped in a finger-like pattern for several miles along the main roads leading 
from the urban centers, and in small rural subdivision communities adjacent 
to, or near the industrial developments. They form for the most part, one of 
the interzones of the rural-urban fringe. 

An examination of the 1940 land book for the county gives some indication 
of the magnitude of this development. Omitting unincorporated towns and 
mill villages, a total of 617 properties measured in terms of lots on which build- 
ings have already been erected and over 570 such properties without buildings 
were recorded. In addition, much land, now in large tracts, is known to be 
held by its present owners primarily for future subdivision. Whether this 
trend in land use has developed beyond what can be considered a normal de- 
mand cannot be said from the data collected. However, the magnitude of the 
subdivision which has taken place and the volume of idle lots and other idle 
land awaiting subdivision, indicate that in planning for industrialization of a 
rural area, the possibility of the development of unwarranted subdivision should 
receive serious consideration. 


Vv 


It has been pointed out that the management of the industries has given 
encouragement to rural living by employees, and that there has developed a 
fringe of rural residential use. Likewise, part-time farming has developed, as a 
number of the workers have secured sufficient land to allow them to supple- 
ment their industrial employment with some farming activity, and further as 
full-time farm operators have changed the organization of their farm businesses 
to permit industrial employment. This trend in land utilization is substantiated 
by the 1940 Census of Agriculture. Here, 42.8 per cent of the farm operators 
in Henry County were reported as having outside employment. These farm 
operators averaged 208 days of work off their farms, indicating that their primary 
source of employment was not in agriculture. 

Part-time farms are characterized by their heterogeneity, and it is, therefore, 
difficult to discuss them as one group. Many of them in Henry County con- 
tain less than 20 acres, and may be considered as residential part-time farms. 
These part-time farms, like rural residences, have developed in a finger-like 
pattern along the main highways leading from the urban centers. In general, 
they lie beyond the rural residential zone, and extend out into the farming area 
proper. In addition, scattered residential part-time farms are found spotted 
over the county. The latter have developed as a result of subdividing portions 
of individual farms which front along the highways, and creating from whole 
farms or several adjoining farms, small tracts for rural homesteads. Further- 


5 U.S. Census of Population. 
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more, many scattered residential part-time farms have developed when farmers 
in search of cash income have cut off small tracts from their acreage and built 
rural homes for rent or sale. In some cases, this has occurred when a son or 
daughter who no longer works on the farm, is married, and wishes to establish a 
home. 

The magnitude of this type of development like that of rural residences, is 
shown by an examination of the county’s land books. The 1940 land book 
reveals that there are 904 properties of one to twenty acres, on which buildings 
have already been erected. In addition, 476 similar tracts, without buildings, 
are recorded, and represent a large potential supply of land ready for future 
residential part-time farm development.® 

Part-time farming in the county, however, is not limited to tracts of less than 
20 acres. Many farms which previous to industrialization were operated as 
full-time businesses are now operated by men who combine their farming ac- 
tivities with off-farm employment. This has been developed both in cases 
where the previous full-time operators have changed their farm organization 
to permit off-farm employment and in cases where whole farms have been pur- 
chased or rented for part-time farming by men other than the previous farm 
operators. In addition, a special type of part-time farming on tracts of greater 
than 20 acres has developed when the previous full-time operators died or re- 
tired. Here the farm home is maintained by the mother or retired parents while 
the sons and daughters pursue nonfarm employment and operate only a few 
acres for family subsistence. 

The most important characteristic of part-time farming in the county is that 
of providing subsistence as a supplement to the cash income derived from non- 
farm employment. Out of 203 part-time farms in the county on which records 
were secured, only 30 were classed as commercial part-time farms—farms which 
yielded an appreciable amount of additional cash income. Furthermore, the 
majority of those 30 part-time farmers were not employed in the factories or 
mills, but devoted their outside employment to work at sawmills, driving school 
buses, and other similar work which does not furnish regular year-round full- 
time employment. Thus, the combination of farming with industrial employ- 
ment in this county does not as a rule represent a pattern of two well-integrated 
productive enterprises carried on by the same individual. In most cases, in- 
dustrial employment or agricultural production, one or the other, utilizes the 
principal efforts of an individual, and in cases in which one individual is engaged 
in both types of activity, the one is definitely subordinated to the other. Pri- 
marily the farming activity provides a means of securing subsistence as a sup- 
plement to the cash income derived from industrial employment. 


° It is difficult to segregate residential part-time farms from small tracts belonging to 
farms but listed as separate tracts on the land book. A farmer may buy a ten-acre tract 
adjacent to his farm for which he holds a separate deed, and thus it is carried on the land 
book as a separate piece of property while actually it becomes a part of a farm. An en- 
deavor was made by comparison of names and locations to omit such properties, but a 
few may have been included. 
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VI 


We may summarize the effects of industrialization on the rural land utiliza- 
tion of Henry County under four divisions: 

1. It has created an increased demand for perishable food products and thus 
provided opportunity for a new farm organization built around the production 
of dairy, poultry, fruit, and vegetable products for a limited number of farms. 

2. As in other counties, with areas of soils characterized by their relatively 
low inherent productivity and extensive erosion, an agricultural-forestry fringe 
has developed as farmers in these areas have abandoned their farms. Here, the 
effect of industrialization was to hasten this trend through providing alterna- 
tive employment for the labor resources of the area. 

3. Industrialization was responsible for the development of an additional 
fringe—the rural-urban fringe—as land near the industries and along the main 
highways was taken for rural homes and part-time farms by the increasing 
industrial population. ; 

4. The utilization of the land resources has shifted primarily to the produc- 
tion of subsistence for the local population, including the industrial workers, 
their families, and the accompanying professional and service personnel. 

Industrialization greatly increased the complexity of the land utilization 
pattern. The development of part-time farming, rural residential, industrial, 
commercial, and recreational uses was, in effect, a re-settlement of the land. 
Land previously used as a productive resource became a consumption good. 
In making this shift, certain land problems developed, including incompatible 
land uses, isolated settlement, subdivision beyond economic demand, and the 
determination of alternative uses for submarginal agricultural land. Thus, 
accompanying industrialization, a need developed for land administration to 
supervise and direct the influx of urban and industrial influences upon the rural 
land utilization. Any policy of decentralization of industry which omits consid- 
eration of its effect upon the land resources, and thus fails to provide for vari- 
ous methods of control and direction for the competing land uses is likely to be 
accompanied by serious land problems. In most instances the prevention of 
the problems will be easier than correcting them in the future after they de- 
velop. 
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With the advent of the defense and war effort the importance of factory bur- 
den and its application has increased many fold. The principal cause of this 
renewed interest stems from the fact that war conditions have naturally brought 
on many irregularities in the flow of finished products from industrial plants. 
Any interference with the orderliness of production, as is well known, brings 
with it attendant cost problems. This is especially true if the interference 
cannot be anticipated or if it comes in an unexpected manner. 

The burden element of cost is particularly susceptible to abnormal operating 
conditions. (It should be observed here that the term “abnormal” may refer 
to both above-normal and below-normal levels of output.) At best burden 
can only be approximated wherever a plant is producing more than one type of 
product—the familiar joint-product cost problem—and even in those compara- 
tively rare cases where only one product is turned out many problems arise which 
often defy solution. The approximations as to burden, therefore, become even 
more tentative in character in years like the present when abnormal conditions 
are the rule rather than the exception. Yet appropriate cost figures are more 
needed and desired in times when events are not going smoothly than at any 
other period. The impasse thus created is one which has been the source of 
much speculation on the part of comptrollers and cost accountants in the past 
three years. It is the purpose of this paper to bring some of these wartime 
factory-burden problems into relief and to offer some tentative conclusions 
concerning the effect that war conditions will have on burden application. 

As a start it may be observed that many of the factory burden problems which 
are now before cost accountants are not new in the sense of their never having 
arisen before; they have plagued the alert industrialist on numerous occasions 
in the past. Even without war conditions, periods of sharp prosperity or re- 
cession wreak havoc with budget estimates, and tend to make more indefinite 
the ascertaining of the appropriate burden cost of production. A considerable 
number of the perplexing questions of today have always been puzzling. In 
fact, some of the basic undecided cost problems of wartime industry have been 
carried over from peacetime, while others came up in the First World War. 

The conversion of a country’s productive facilities to military needs brings 
with it a host of disturbing cost factors. Some firms expand their output of 
both old and new products, while others are forced by circumstances often 
beyond their control to contract production to a considerable degree. Both of 
these situations give rise to equally bothersome burden-application matters. 
The present paper cannot be limited, therefore, merely to what may be called 
“above-normal-output” conditions, but will also treat subnormal operations in 
so far as space is available. 
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Before proceeding further the meaning of “burden application” should be 
made specific and definite. While there is some confusion about the term, it 
will be used here to express the problem of determining the amount of burden 
to add to the prime cost of a job or process in order to obtain the total factory 
cost of that job or process. Incidentally, some cost accountants refer to this 
determination as “burden distribution,” “burden allocation,” or ‘burden prora- 
tion.”” No matter what term may be adopted it should be made clear that 
departmental division of burden is not a particular concern at this time, although 
departmentalization is itself a step in the process of determining the appropriate 
amount of burden application. 

A review of the different concepts of what constitutes the burden cost of pro- 
duction is perhaps in order at this point. This review is especially pertinent 
when one recalls that many wartime burden-application problems stem solely 
from the fact that different types of factory cost arise from the carrying out 
of the several theories or points of view held on this matter. A summary 
follows: ‘ 

1. Burden application rates may be ascertained on what is called the “his- 
torical plan.”” Under this procedure the costing of jobs or processes is delayed 
for a month, a year, cr some other lengthy time period. Current or up-to-date 
costs are not considered necessary under this concept of what constitutes the 
burden cost of production. In brief, the cost accountant takes the position 
that the historical accumulated amount of burden is the appropriate base to 
use in determining the factory cost of production. Another way of stating this 
viewpoint is to say that all the burden which is incurred ina given month or year 
should be applied against the production in that same month or year. Many 
cost accountants adhere to this line of reasoning and insist that this is the type 
of cost that is most useful in the management of industrial plants and in the 
valuation of factory inventories. There is an equally large number of individ- 
uals, however, who argue that the historical plan gives rise to too many ab- 
surdities in the event of disturbed operating conditions. Burden costs under 
this plan, they also insist, are “post-mortem” costs; they may not be ascer- 
tained for weeks or months after production has taken place. While numerous 
critics of the historical procedure can be found, it should be noted that these 
critics are not primarily objecting to the plan because of its mechanical details 
but because of the philosophy of cost which underlies it. 

2. Burden application rates may be ascertained on the basis of a predeter- 
mined estimate of (1) the burden expected to be incurred during a succeeding 
period and (2) the actual volume of output expected during that same period. 
It is obvious that any errors in either of the two estimates will cause the burden 
applied to jobs or processes to differ from the burden incurred. Even though 
these differences will arise in nearly every instance, it is still the fundamental 
intention of this particular plan to charge production with the actual incurred 
burden costs of any given period and to include these same costs in the cost 
of manufacturing. This plan has a distinct advantage (according to its pro- 
ponents) over the historical plan discussed above in that the full costing of a 
job or process can be tentatively accomplished as soon as the job or process is 
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complete. Note that the word “tentative” is important since the plan pre- 
supposes that if the error in estimating either or both of the budgeted figures 
involved is sizeable, all job or process costs which have been calculated during 
the period must be revised. This revision may be either upward or downward, 
depending upon whether the burden is under-applied or over-applied. Under 
wartime conditions these errors in estimates may reach large amounts in any 
single given period of time. This is due to the fact that some firms are experi- 
encing very slack output while others are booming. If a plant is now using 
this plan of burden application the cost figures may thus become so tentative 
in character that they might as well not be ascertained until the end of each 
cost period, as is done under the historical procedure. Naturally, it becomes a 
matter of judgment as to when this undesired state of affairs is attained. 

In order to reduce the margin of difference between the burden applied and 
the burden incurred at the end of an annual period, it is sometimes suggested 
that a quarter of a year or even a single month be adopted as the basis for as- 
certaining the burden application rate. This shorter period is usually considered 
objectionable because of the seasonal variation in the incurring of burden charges 
or in production which makes a short period unrepresentative. 

To be consistent and to carry out the avowed goal of this burden costing 
plan, any over- or under-absorbed amount at the end of the cost period should 
be deducted from or added to the unadjusted cost of processes or jobs in order 
to bring those costs down or up to the level which they would have attained if 
no error had been made in the budgeting. As a practical matter, however, 
even though the preceding adjustment should be made, many cost accountants 
do not carry it out, since it would involve re-costing each sale and inventory 
item. In view of the latter, the usual treatment is to close the variation be- 
tween the burden absorbed in product, and the burden incurred, to cost of goods 
sold. This is admittedly a compromise and is in some ways contrary to the 
fundamental viewpoint of cost which underlies this procedure. 

3. In contrast with procedure number two just discussed, the third basic 
procedure assumes a fundamentally different approach to the whole problem 
of what constitutes the burden cost of production. It will be remembered 
that both of the plans considered above attempted to charge actual produc- 
tion for any given period with the burden incurred in that period. It-is in 
regard to this goal that the third procedure breaks away. Under the latter 
the factory burden cost of production is not the actual burden cost incurred at 
the attained level of output, but rather it is the amount that would constitute 
the burden cost if the plant were operating at (a) its potential operating capacity, 
or (b) its normal capacity. At first glance it would appear that this concept of 
burden costs is practically the same as a standard ideal burden cost of produc- 
tion. As a matter of fact, there is no great difference between the two other 
than in the comparative thoroughness and the scientific attitude that enters into 
the estimates under the standard cost method. 

To make this procedure understandable, assume that the XYZ factory would 
incur for a given year $1,000 of burden costs at, say, its normal operating ca- 
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pacity. Assume further that at this same normal operating capacity a total 
of 2,000 hours of direct labor would be necessary to carry out the production. 
Dividing $1,000 by 2,000 hours a burden application rate of 50¢ per direct labor 
hour would result. If, due to a slump in output during the year, only 1,500 
hours were worked by the direct laborers, the burden applied to product would 
be $750 (1,500 < 50¢). If it be further assumed that because of slack produc- 
tion only $900 of burden was incurred during the year, the unabsorbed amount 
would be $150 ($900 less $750). Under this third procedure the $150 should be 
treated as a non-manufacturing loss and closed directly to profit and loss ac- 
count. Similarly, an overabsorbed amount due to extraordinary demand would 
be handled as a non-manufacturing gain and closed to profit and loss. 

It is obvious that the burden cost of production will differ depending upon 
which of the three plans discussed above is adopted. Yet many individuals 
persist in referring to the burden cost just as though there was only one possi- 
bility or concept available. It should be reemphasized also that disturbed 
wartime conditions such as exist at present make the distinction between the 
procedures all the more significant. This is due simply to the fact that any 
event which is unpredictable destroys the accuracy of predetermined burden 
application plans. 

After getting the fundamentals of burden application in mind, we may now 
turn to a discussion of some of the more prominent problems associated with 
this subject that have come up as an indirect or direct result of the defense and 
war effort. 

One of the most interesting matters confronting many cost accountants today 
is concerned with the question as to whether the normal capacity base should 
be revised, assuming, of course, that burden is applied in accordance with the 
normal capacity concept. The arguments in favor of revision are fairly obvious. 
Under present accelerated operations the use of a normal capacity output based 
upon conditions of, say, three years ago, would give rise to large amounts of 
over-applied burden. This matter is not related to the increase of normal ca- 
pacity due to added plant facilities. There is no question concerning the latter, 
since it is always appropriate to revise the normal capacity estimates when total 
possible productive output is enlarged or decreased. What is contemplated 
rather is that the normal capacity figure will be changed, because of more or less 
utilization of present potential capacity. This is admittedly a difficult problem 
to decide. If, on the one hand the base is tampered with, the comparative 
burden cost figures over a series of years are distorted in the sense that burden 
cost analyses covering production in a given number of years would not be 
comparable. Part of their usefulness would thus be destroyed. But if, on 
the other hand, the normal capacity remains unchanged there is the possibility 
that in periods like the present, inventories in process and finished may be stated 
at such low figures as to cause one to entertain serious doubts as to their ap- 
propriateness. Since there is no one answer to this important problem, it 
appears that it should be approached from the standpoint of the relative advan- 
tages of the two opposing viewpoints. The author believes that this approach 
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would almost inevitably lead one to the “no-revision” conclusion, assuming 
that normal capacity was adequately and carefully determined in the first in- 
stance. One of the fundamental points to be kept in mind in arriving at normal 
capacity is that there will be above-normal years and below-normal years. It 
would appear, therefore, that many industries are now experiencing conditions 
which are in reality just a fulfillment of what should have been contemplated 
(even if not predicted) when the normal capacity estimates were originally pre- 
pared. There is thus no urgent reason for most firms to change their normal 
capacity figures at present if potential capacity has not in fact increased or 
decreased. 

A second important problem relating to burden application is associated with 
the handling of overtime premiums arising from expanding output in war pro- 
duction industries. This problem is many-sided, as every cost accountant 
well knows. The Research Department of the National Association of Cost 
Accountants has well outlined these sub-problems in recent Bulletins (Section 
III, August 15, 1941 and May 1, 1942). The present writer, therefore, will 
only review these problems and offer some suggestions concerning their treat- 
ment in the cost records. 

At the outset one must distinguish between those firms, previously discussed, 
which have adopted (1) the “historical” burden application plan, (2) those 
which have selected the ‘predetermined annual expected volume of output” 
plan, and (3) those which have chosen the “normal capacity” concept. This 
distinction is necessary because of the effect it will have on the underlying 
treatment of labor cost premiums. Under the historical plan the logical tend- 
ency would be to include direct labor overtime premiums as merely an addition 
to the prime cost of production, and to include indirect labor premiums as an 
additional burden cost to be spread over all the processes or jobs worked on 
in the given cost period. This suggested treatment is in line with the assump- 
tions underlying the plan in that this group takes the position that all periodic 
incurred costs are chargeable to production (and includable in inventories) in the 
period in which the charge arises. An interesting situation develops, however, 
in the event that a firm has adopted the so-called “direct labor cost”? method of 
burden apportionment. Supposedly, as just stated, the overtime premium is 
charged as direct labor to the job being processed at the time the premium is 
earned. This has the effect of increasing the labor cost which in turn raises the 
base used in applying burden to the job or process. The final effect of this is 
that the job or process is charged a considerable additional burden sum merely 
because it happened to be the one worked on during the overtime period. This 
result is due, of course, to a combination of the two facts that the historical 
plan of burden application is in use coupled with the direct labor cost method 
of burden apportionment. From the standpoint of consistency there is nothing 
objectionable in these results; they conform to the concept of cost underlying 
the adoption of this burden costing plan. It is interesting to observe, however, 
that many cost accountants do not include the overtime premiums in making 
the application of burden even though direct labor cost is the basis for making 
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the apporticnment. The formal bulletin published by the War and Navy 
Departments entitled “Explanation of Principles for Determination of Costs 
Under Government Contracts” makes the statement that “if direct labor cost 
is the basis of overhead apportionment, such special premiums, bonuses, and 
overtime payments should not be included in the base for the distribution of 
overhead” (page 5). While this conclusion applies only to war contracts it 
reflects the opinion of a large group. 

In contrast with the historical actual-cost viewpoint, the handling of labor 
premiums, when a predetermined normal capacity burden cost is ascertained, 
is much more debatable. This comparative difficulty is due to the fact that 
under the normal concept much less emphasis is placed on the costs incurred. 
Yet, on the other hand, the emphasis is not exactly on the ideal standard burden 
cost of a job or process. It is rather on what would be the burden cost of pro- 
duction if allowances are made for the foreseeable delays and fluctuations in 
factory output over a period of seVeral years. This means in essence that 
overtime premiums paid direct laborers are not to be considered in making the 
application of burden to given processes or jobs unless those premiums were 
included in the determination of the normal capacity burden application rate. 
Following this line of reasoning somewhat further, it may be observed that 
there is a growing tendency since the war started to segregate in separate ac- 
counts the direct labor premiums paid during a given year, and not to charge 
them to processes or jobs for the purpose of costing sales and inventories. The 
premiums thus segregated are closed specifically to profit and loss as a “‘period”’ 
charge but not as a “cost of sales” or “inventory” charge. This procedure in 
effect is the same as is recommended by many accountants today in the handling 
of other non-controllable costs, such as inventory price fluctuations. The cost 
concept adopted in this connection is that there are certain charges which, while 
not includable in inventory figures to be carried forward to the next fiscal period, 
are all to be matched against current income for the purpose of arriving at a 
figure indicating periodic progress. As noted before, overtime premiums paid 
during any one year are now being considered by some as an item which should 
be handled in this way, at least for production for stock. The fundamental 
idea is that costs of this sort should not be deferred to future post-war periods, 
even in so far as inventories are concerned, when write-offs for other reasons 
are likely to be large. While this appears at first sight to be a desirable account- 
ing objective, there is no end to it once it is started. There are many other 
similar items or charges now being incurred by industrial plants which with 
equal reason could be entirely matched against current income rather than 
partially carried forward in the “in process and finished” inventories. Other 
than on the grounds of conservatism, there appears to be no adequate support 
for the write-off-this-period viewpoint, and while a certain degree of conserva- 
tism in accounting may be desirable, it seems very questionable whether it 
should be carried to the extent implied in the writing off of all overtime pre- 
miums currently. 

The conclusion just noted does not mean that firms producing war orders on 
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either a cost-plus-fixed-fee contract or on a fixed-price basis should necessarily 
follow the same technique as those producing for stock. The accounting re- 
quirements for fulfilling these contracts should be kept in mind at all times. 
So far as the writer can ascertain, however, there is no objection on the part of 
the government to the inclusion of overtime premiums as a part of the cost of 
production in the event the firm is producing exclusively for the government. 
If, on the other hand, there is both government and private production involved, 
the situation becomes much more complex, especially if the premiums are con- 
sidered a part of the cost of production. This increased complexity arises be- 
cause of the age-old question 2s to which job or process caused the overtime. 
The latter could perhaps be answered fairly readily in ordinary times, but now- 
adays is impossible to determine if the plant is lacking in the capacity to supply 
the demand for both war products and civilian needs. In the latter case it is 
no more appropriate to charge the premiums to one type of output than to the 
other. Perhaps the most suitable procedure in this situation is to apportion the 
direct labor premiums over all production either (1) by inclusion in burden in- 
curred costs if the historical burden application plan is in effect, or (2) by a 
prorata distribution on the basis of the ordinary non-overtime direct labor cost 
already charged to the processes or jobs if the predetermined burden applica- 
tion plans are in use. 

A problem similar to overtime premiums arises in connection with added 
sums paid employees working on evening and early morning shifts. A sizeable 
number of firms are paying these “second and third shift” workers premiums 
ranging from one per cent to fifteen per cent of the regular pay. As just stated, 
the cost problem involved here is comparable with that previously discussed, 
and thus needs no further elaboration at this time. 

A third burden application problem of equal contemporary interest to cost 
accountants is associated with the much discussed abnormal depreciation cost 
which is now taking place in many lines of industry. The appropriate depre- 
ciation charge is a controversial sum even under peacetime conditions. Under 
present war circumstances its determination becomes a major hurdle to over- 
come. As is well recognized there are many varied relationships to be consid- 
ered in any suggested solution. There are some cost accountants, for example, 
who hold that there is nothing in the present situation which requires a deviation 
from the orthodox straight-line method. The viewpoint assumed by this 
group is that the depreciation charge is at best an estimate and is to be based 
principally upon the passing of time. If an equal portion of the cost of the asset 
is periodically charged to burden, that is all that is required according to 
this viewpoint. The emphasis, therefore, is not so much on depreciation-as-a- 
cost-of-production, but rather upon the even-spacing of the charge over the 
estimated useful life of the asset in order to preserve within the enterprise a 
dollar amount corresponding to the historical cost of the fixed asset. Since the 
emphasis here appears to be centered on some form of the preservation of capital 
concept, there is no reason to get concerned with problems of increased wear and 
tear and obsolescence occasioned by the war effort. In addition, there is no 
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point in revising the estimated life of the asset after once getting the deprecia- 
tion rate established. If the useful life of the asset is exhausted before the de- 
preciation reserve is sufficiently large to cover the historical cost of the item, the 
difference is considered to be an extraordinary charge to the income of the period 
in which the error is discovered. Many accountants apparently still either 
consciously or unconsciously adopt this viewpoint as to the nature of the burden 
charge for depreciation. 

Looking at depreciation in another way, some persons put much more empha- 
sis upon the periodic debit to be included in the burden costs either on the his- 
torical burden application plan or on the predetermined plans. This group 
still assumes that the base sum to be spread over the useful life of the asset is 
the historical cost of the asset less an estimated scrap or trade-in figure. This 
base sum, however, should not necessarily be charged into burden on a fixed 
percentage calculated merely on the passing of time. It is under this view- 
point of depreciation that the cost accountant would accelerate the charge with 
increased output, or decrease the charge during periods of partial or total idle- 
ness. Adjustments in the rates would also be appropriate at any time it is 
discovered that the estimated useful-life figures are in error. The adjustments 
would never be made, however, with the intention of charging into burden- 
cost of production any larger or smaller figure than the original historical cost 
of the asset. To do otherwise would defeat the basic purpose of this particular 
depreciation theory. If this viewpoint is adopted it would be especially ap- 
propriate under present wartime conditions to increase the depreciation charge 
by sizable sums, even though these added amounts may not be taken on the 
income tax returns because of the confused status of what constitutes a “‘reason- 
able allowance for wear and tear’ on the part of the Bureau of Internal Revenue. 
Incidentally, it should be observed that this viewpoint as to what constitutes 
the nature of the depreciation charge still fundamentally assumes that the 
historical dollars originally expended for the plant assets are to be preserved 
in some fashion within the firm, but periodic burden costs are primarily empha- 
sized. This gives the depreciation charge a ‘cost tinge” which it does not have 
under the concept discussed previously. For this reason it appears to be an 
appropriate viewpoint to adopt under wartime conditions. 

Still another way of looking at the depreciation charge is to take the position 
that the purpose of the charge is to preserve in some way or other within the 
enterprise enough dollar values to correspond to the replacement or the repro- 
ductive cost of the specific assets being depreciated. This viewpoint gives dif- 
ferent burden costs for depreciation than either of the two treated before, de- 
pending upon the change in price levels that takes place. Advocates of this 
procedure appear from time to time in cost-accounting circles, a recent example 
being an article in the N.A.C.A. Bulletin for September 15, 1942. The funda- 
mental purpose of the plan, as just stated, is to preserve the invested capital of 
the enterprise on a reproductive cost basis. But along with this the plan con- 
tains naturally a contrasting viewpoint as to what should constitute the burden 
cost of production. The essential idea seems to be to keep the depreciation 
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charge more or less “‘up to date,” if that term may be permitted. The type of 
burden cost data thus obtained will supposediy be of greater overall usefulness 
in the management of any given enterprise. There will never be any one defi- 
nite answer to this question. It all depends upon what is considered to be the 
paramount objective of the collection of cost data. The author’s conclusion, 
however, is that considering the present state of the art of property appraisals, 
cost accountants should ponder long before selecting this depreciation concept for 
use in the accounts. In some respects it is similar in nature to imputed interest 
on investment which formerly was argued extensively. And like imputed in- 
terest, it may be necessary for some cost objectives but not for all. In order to 
get the technical details of the plan in mind, however, assume that an annual 
depreciation charge based upon reproductive or replacement cost on all fixed 
assets in use would amount to $10,000, and that the depreciation charge based 
upon historical cost would be $8,000. The $10,000 would be used in making 
up predetermined burden-application rates and thus get into cost of sales and 
inventories. During the period, entries would be made debiting burden in- 
curred for $10,000 and crediting a depreciation adjustment account. At the 
end of the period another entry is made debiting the depreciation adjustment 
account for $8,000, and crediting the usual reserves for depreciation. The dif- 
ference (credit in this case) in the depreciation adjustment account amounting 
to $2,000 is closed directly into profit and loss and treated as an addition item 
at the bottom of the annual statement of income. Except for variations in 
processed inventory quantities, this suggested accounting procedure gives the 
same taxable income as would have been obtained without the adoption of the 
replacement cost concept. 

Many other aspects of the problem of depreciation in wartime industry could 
be discussed if space permitted. It is hoped that enough has been stated to 
indicate that the appropriate solution to the problem is directly related to the 
purposes served by cost data, and that depreciation accounting cannot be treated 
as a subject separate and apart from the general goals of cost accounting. 

In conclusion, it may be stated that the subject of burden application in wartime 
has hardly more than been briefly outlined in this paper. As can be recognized 
from the comparatively few viewpoints expressed here, the problems involved 
are of such a nature as to challenge the accountant to exert his utmost ability in 
this emergency. No greater tribute can be paid to the cost accountant these 
days than to say that he is fully cognizant of the heavy responsibilities of his 
place on the industrial firing line, and that he is rising to meet these responsi- 
bilities in a manner which is a source of pride to all those concerned with the war 
effort. 
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The astounding increase in the size of our Merchant Marine as a result of 
the war is an epic story. Already the largest that ever existed, it will probably 
exceed that of all other countries combined if decimation of the German and 
Japanese merchant fleets continues very long at the present rate. Since few 
Americans labor under the delusion that any such distribution of merchant 
shipping could continue on a permanent peace-time basis, it is a healthy sign 
that suggestions and proposals relative to a shipping policy are being discussed 
now. 

The career of the United States Merchant Marine has been rather checkered. 
It has tended somewhat to extremes. After a brilliant era in the three decades 
prior to the Civil War it declined to a position of relative unimportance for half 
a century. Many theories have been advanced to account for this decline. 
Steam and steel replaced wind and wood, and the American steel industry did 
not achieve high efficiency and low production costs until after the discovery of 
Lake Superior iron ore and Pennsylvania coking coal. Even then, the rail 
haul to the eastern seaboard, plus higher wages in the shipyards, worked to the 
disadvantage of American shipbuilders. The rapid opening and development 
of the West turned attention away from the sea. Opportunities seemed greater 
in agriculture, industry, and domestic commerce than in foreign commerce. 
High wages tempted men away from the sea where European wage standards 
tended to prevail. 

World War I naturally stimulated ship-building to unprecedented levels. 
The gross tonnage of steam and motor vessels, exclusive of the Great Lakes, 
owned in the United States rose from 2,026,000 in 1914 to 13,511,000 in 1922, 
from which high point it fell slowly and steadily to 8,910,000 in 1939. (Unless 
otherwise indicated, statistics are from Lloyds Register, 1939-40). Each year 
of the period saw a decline over the previous year. The all-time high in the 
number of vessels was reached in 1921 with 3779; in 1939 the number was 2345. 
No one can foresee what the size of the Marine will be at the cessation of hos- 
tilities. It very probably will reach 40,000,000 tons, might exceed 50,000,000 
tons. The magnitude of such a total is best appreciated when compared with the 
size of the merchant marine owned by the leading ship-owning countries at the 
outbreak of the war. 

All important maritime countries reserve their coastal trade to ships of their 
own registry. For example, a foreign ship, in touching at American ports, 
must carry no goods between any of those ports. It is impossible to know 
what part of the total shipping facilities of the world is devoted to coastal and 
intercoastal trade, but it is substantial. The United States and France, each 
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with three coast lines, and insular Britain and Japan, with heavy concentrations 
of economic activity at or near tidewater, stand high in the amount of domestic 
traffic handled by coastal vessels. Japan is relatively more dependent than 
Britain in this respect, because her railway net is less well developed and almost 
all her sizable cities are on the sea. Geographical conditions also facilitate 
coastal traffic for Denmark, Greece, Italy, Norway, Spain, and Sweden, although 
in the case of the last two their land masses are more compact and not so scat- 
tered. Some of this trade, as well as international trade, is carried on by barge 
and sailing ships. This is especially true away from the storms of the high seas 
and where there are numerous ports too small to be worth a stop by the larger 
vessels but dependent upon water commerce almost altogether. The isles and 
irregular coast line of the eastern end of the Mediterranean furnish a good 
example of such an area. Exclusive of those owned by Japan and Greece, 


Cuart I. Gross Tonnace, Steam AND Moror Vessets oF 100 Tons anp Upwarp, 1939 











Owning Country Tonnage 

I I ie ies at cas cists sedi tenes st oro Reread o eee comple pleat ie 17,891,000 
ee eee 3,110,000 
MI co) us vc Sanwa da ciiawss oan Cou eae es eee 1,174,000 
IN 5 5 Gus « Ho wien d cao SC a ee ee Rae eee 2,933,000 
INE 2, 3.545: x «5.0.09 nigra nie cara Mao acai an nak ei ane 4,482,000 
RO lg bi oi ohn Sid ces baal SCR ROI ee a ees ean ee 1,780,000 
IE BSc 5i so bits sw awe o:s's'a 5 since valgla ee MeTeed oe asia? PR eae EN 2,969,000 
MCE do we eos Nad oop RS Fre Cee ee ee 3,425,000 
I are! ac bok ied Pah o7g arena lee ee Soe ROO ae 5,629,000 
NG Eb d:. dog ds wr iph'n dd chpisiadeeula ome tp eee eater Oe 4,833,000 
NES, Seth oe, 4-0 wa me eines teens lee eee sae eee 902,000 
EE Oe > ‘nateaharpmie's bebop ewate eens een he eee 1,577,000 
MN an 6 o.5 ve 9 w,desdigi oa oe pemestad thas oe ban on ee 8,909,000 
| RR ee re err eye. 8,895,000 

PE 05 pic y scan Kah eae atk ee rao chee aa oe 68 , 509 , 000 








which are not recorded by Lloyds, sailing vessels and barges of 100 tons and 
upward totaled almost a million tons in 1939. 

World War II has played havoc with merchant shipping in all parts of the 
world, and it appears that the United States and Sweden are the only impor- 
tant ship-owning countries that will emerge with a larger tonnage than at the 
beginning. Germany seized and used for her own purposes such shipping as 
she could lay her hands on in France, Belgium, the Netherlands, Poland, Den- 
mark, Norway, Greece, Yugoslavia, Romania, Bulgaria, Latvia, Lithuania, 
and Estonia. After the invasion of southern Italy, she seized what remained 
in the ports of northern Italy. Japan seized all available shipping in the Far 
East, but naturally her haul, although considerable, was less. But the war of 
attrition carried on by Allied air and sea forces has steadily whittled away at the 
reserve supply until it is clear that no great part of it will remain if Germany 
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and Japan choose to fight a last-ditch action. Only in the Baltic Sea has Ger- 
man shipping been relatively free from attack, and it is doubtful whether her 
yards have been able to turn out much in the way of replacements in the last 
two years. Japan undoubtedly has been able to replace some of her losses, but 
the demand for more fighting ships has absorbed much steel and labor that might 
have gone for cargo vessels. 

Since much of Britain’s shipyard capacity has been devoted to the construc- 
tion of naval vessels, the war’s end will likely see her navy, in spite of heavy 
losses, stronger than it was at its beginning. Most of the remaining capacity 
has been devoted to ship repair since the building program of the United States 
got well under way. The purpose of this arrangement was to conserve shipping 
space since repair requires much labor but not extensive use of heavy materials. 

It is probable that Sweden is the only country in the world with the person- 
nel and facilities for continuing research in materials and design. Her merchant 
marine was very modern at the outbreak of the war. Some shipping men who 
have visited Sweden declare that she will emerge at the end‘of the war with the 
world’s most efficient vessels. 

The United States was forced to concentrate on types that lend themselves 
to mass production and assembly of parts. It is generally conceded that the 
relatively slow Liberty ship will not be able to hold its own in the intensified 
post-war competition. The C-2 for cargo, with a speed of 15} knots, the C-3 
for cargo or cargo and passengers, speed 163 to 18 knots, and the national de- 
fense tanker, also 163 to 18 knots, are the fastest and most modern of the fleet, 
but the Victory ship, contracts for the construction of 500 of which have been 
signed, is capable of 15 knots and has a carrying capacity of about 10,800 tons 
on the average, so it undoubtedly will have its place. 

The varied demands upon cargo ships in time of war made it advisable to 
have a large supply of all-purpose vessels, such as the Liberty and Victory ships. 
The definite trend of peace-time ship design had been away from the all-purpose 
vessel, except in the tramp trade; but the tramp for two decades prior to 1940 
had been waging a losing fight for its one-time large share of ocean cargo. The 
trend had been definitely in the direction of vessels planned and built for the 
movement of certain materials or for use between a somewhat restricted list 
of ports. The tanker for oil or gasoline, the collier for coal, and the trawler for 
fish are well-known examples of the specialized type, but clear-cut examples of 
the latter are not so evident. It is obvious, however, that a luxury liner used in 
the North Atlantic or South Atlantic trade would be unsuitable for the Carib- 
bean, and a 2000 ton coastal vessel plying between Italy and Sicily would not 
be best for the Puget Sound-Vladivostok run. 

The reference to tonnage brings up the whole question of ship size. For 
purposes of economy in getting the greatest carrying capacity for war materials 
it has been sound policy for the United States to build relatively large cargo 
ships, 10,000 tons and over. Where cargo is adequate this type of ship is the 
most economical. Construction and operation costs of a 15,000-ton vessel 
obviously would be less per ton than those of five 3,000-ton vessels, but world 
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trade has need for a large number of small ships where distances are relatively 
short and available cargo small. This fact is amply borne out by the almost 
daily reports of the destruction by Allied air and sea power of ships of 1,000 and 
2,000 tons and of others listed simply as small coastal vessels belonging to or 
seized by Japan and Germany. Although the cost per ton-mile of moving dates 
from North Africa to, say, Genoa or Marseilles, may be much higher than the 
corresponding cost of moving gasoline from Galveston to Boston, it still does 
not pay to run a 12,000 ton ship where a 3,000 ton one is adequate. At the 
other end of the size scale is the luxury liner, a category in which the United 
States is relatively deficient, and war building is not making up the deficiency. 
Such ships are not well suited to war traffic as they constitute a great hazard 
necessitating elaborate safeguards. It is true that the Leviathan carried thou- 
sands of troops to and from America and France during the last war, but it 
was always a great prize for the submarine that could get it. According to 
Lloyds Register of 1939-40, the United States had only nine ships in excess 
of 20,000 tons capacity (the largest being of 27,000 tons) and only eight in 
the 15,000 to 20,000 ton group; whereas Britain had forty-two and forty-four, 
respectively, France four and six, Germany eleven and eleven, Holland three and 
nine, and Italy eleven and six. Japan, although listing none in the larger group, 
had ten, or two more than the United States, in the second group. 

Shipping men admit, it is true, that medium-sized ships, if fast, modern, and 
comfortable, may make more money than the super liners. The American- 
built and -operated George Washington and Manhattan were quite successful, 
and the America, largest merchant ship ever built in the United States, would 
undoubtedly also have had a successful career had not war intervened. How- 
ever, there can be no denial of the advertising and prestige value to a fleet of 
ships of the Bremen, Europa, Rex, Conte Savoia, Isle de France, Normandie, 
Queen Mary and Queen Elizabeth type. A sample survey of post-war travel 
plans of 2500 persons showed that 50 per cent of those who expect to travel 
abroad expect to go by air and the majority of those who choose ships will 
prefer foreign lines. Before the war, 85 per cent of Americans who went over- 
seas traveled on ships of other nations. (Wall St. Journal, Sept. 6, 1944). 
Lack of reputation of the American Merchant Marine undoubtedly was one 
factor affecting their selection. But the Maritime Commission has felt that the 
great cost involved in building super-liners in American yards and operating 
them with American crews prohibits their use to our merchant marine. If a 
large share of the passenger traffic and all the first class mail traffic were lost 
to the air service, it is possible that the cost of operation of the big liners will 
become too great to be borne even for the advertising value. On the other hand, 
public preference is not always predictable. It might conceivably veer toward 
the longer ocean voyage for a certain segment which travels for pleasure. Even 
in this fast modern age it is too much to expect romance to develop in a twelve- 
hour plane trip. On the other hand the business man hopes for still faster transit. 
The growing popularity of the ocean cruise may keep a place for the big ships 
after the line traffic is lost to the plane. 
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In the light of the foregoing brief survey, what should be the policy of the 
United States in disposing of its huge merchant fleet? There are obviously many 
alternatives, some of which would differ only slightly among themselves and 
some of which would be opposite to each other. 

The United States could keep its fleet and operate it either directly through 
the Maritime Commission or comparable agency, or through private shipping 
concerns to which the vessels would be sold or leased. 

Government ownership and operation would be contrary to the idea of getting 
government out of business. Furthermore, it would bring about a dual system 
of public and private operation in competition with each other, as there are 
numerous vigorous domestic shipping concerns that will be actively engaged 
in re-establishing and extending their pre-war business. If the government- 
owned vessels are sold to American firms only, these firms would naturally 
not buy any more than they thought they could profitably operate. The least 
desirable units would be left on the hands of the government. But domestic 
ship operators labor under no delusions concerning their ability to get and hold 
two-thirds of the world’s maritime carrying trade. They know that they have 
neither the training and experience nor the properly designed equipment to do 
so, that wages paid to crews would be so high as to make competition impossible 
as soon as other ship-owning countries have had time to rebuild their fleets. 
They are thoroughly aware of the fact that a high-wage country labors at a 
distinct disadvantage in trying to operate ships in a world market where compe- 
tition is severe and wide open. The coastal trade is, in a sense, a domestic 
market protected by a prohibitive tariff, but there can be no tariff for interna- 
tional carrying. Shipping services sold to other countries constitute an export, 
and there is no way to protect an export from lower production costs abroad. 
Of course, differences in those costs may be made up to the concern in the high- 
cost country in the form of a bounty or subsidy of some kind, as has been done 
for American wheat growers several years of the last decade, and for American 
ship owners in the form of subsidies based upon the difference between con- 
struction and operation costs at home and abroad. But subsidies cost money, 
becoming burdens to already overburdened taxpayers. There may be limits 
to what the citizens of even a rich country are willing to pay to see their flag in 
every port of consequence. Besides, subsidies are often deeply resented as un- 
fair competition by other countries either unable or unwilling to subsidize their 
own producers. The resentment may take the form of discriminatory legislation 
or administrative rulings directed at the subsidizing country’s product or service. 
If the subsidy provokes the adoption of other subsidies there might develop a 
subsidy war, a game of give away, that might end in the financial exhaustion 
of one or more of the parties or destruction of the business of “innocent bystand- 
ers,” countries whose enterprisers are efficient enough to meet unsubsidized 
competition. The subsidy game is a dangerous one to play. Once in it, with- 
drawal is difficult. The sense of perspective is destroyed because it is no longer 
possible to say who is the more efficient producer. Its one big advantage over 
tariffs is that the cost is much more accurately known. 
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For a short period after the cessation of hostilities dire necessity might force 
a majority of the world’s cargo-carrying into the hands of American operators 
but just as soon as ships could be built they would be operated with native 
crews. The tradition and the necessity are too old and too strong in the mari- 
time-owning countries to be suddenly eliminated. It is imperative to some of 
them that their carrying trade be re-established since they depend heavily upon 
it as a source of foreign exchange and as a method of utilizing labor for which 
there is little demand at home. Norway and Greece, with their lack of agri- 
cultural and industrial opportunities, illustrate this point. 

If all countries owned ships in proportion to their overseas trade, then, on 
the average, each country could expect to get one half its total export and im- 
port carrying trade in its own vessels. Prior to 1940 the United States was get- 
ting only about one-fourth of such business in its own vessels, so it is not unreason- 
able to hope for a larger share in the future, but it is absurd to visualize as a 
permanent arrangement the movement in American vessels of Indian cotton to 
Chinese mills or North African phosphate to Sicilian farms. 

There have been many suggestions to the effect that the United States would 
do well to retain its merchant fleet in its entirety, tying up vessels not needed 
in the post-war period but preserving them in a good state of repair against the 
danger of another great conflict that might find us once again short of shipping 
space. Such a suggestion undoubtedly has its appeal in the light of circum- 
stances that forced the country twice within twenty-five years to devote a large 
percentage of its human and material resources to shipbuilding. 

Naturally there are drawbacks to such a program. It would involve con- 
siderable annual maintenance cost in addition to the total loss of the vessels if 
peace endured long enough to necessitate scrapping them. Also, there is always 
the question of depreciation and obsolescence that take place in spite of the 
best care. There is no assurance that progress in transportation would not 
make the use of the ships unprofitable and uneconomic even though another 
war did occur. Since, as indicated above, the best terms for their disposal 
undoubtedly can be had immediately after the cessation of hostilities, it would 
appear that tying them up would represent an expensive dog-in-the-manger 
attitude. 

The most sensible program for disposal would appear to be outright sale. 
American ship operators could be given the opportunity to bid for such ships 
as they desired to retain and operate and the rest could be sold to operators in 
allied and neutral countries or to their governments. Naturally, the question of 
paying for them is bound to arise. It has now become a commonplace to assume 
that international transfers of sizable sums are impossible unless the receiver is 
on the short. end of the trade balance—that is, exports less than it imports. 
Though this approximates the truth, it over-simplifies it. To begin with, some 
of our allies, Brazil, for example, and several neutral countries, especially those 
to the south of us, have accumulated large balances of dollar exchange since the 
beginning of the war. They expect to spend part of these balances with us 
when goods they desire are again available. Although not numbered among the 
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important ship owners, they could, in the aggregate, take quite a few vessels, 
and they have the desire to do so as two great conflicts within twenty-five years 
have convinced them of the advisability of owning a greater share of the ship- 
ping serving their shores. Also it must not be overlooked that a surprisingly 
brisk trade has sprung up among the nations south of the Rio Grande since 
they have been partially shut off from markets in the United States and Europe. 
Part of this war-stimulated commerce is expected to be retained after the restora- 
tion of peace, so more locally owned and operated shipping is a logical result. 

The belligerent nations, especially those suffering heavily from the ravages of 
war, will experience difficulty paying for ships or anything else requiring large 
outlays. They could be permitted to pay over a period of several years, and 
the interest rate could be set at some level commensurate with what our govern- 
ment must pay for funds, say two per cent. If it be argued that inter-island 
trade among the Aegeans provides no dollar exchange with which to pay America 
it can also be held that restoration of normal trade relations anywhere in the 
world facilitates triangular and multiangular payments normally depended 
upon to facilitate international settlements. 

Furthermore, there is no proof that the United States will not be able, to 
some extent, to accept a favorable balance of payments after the war even if it 
be conceded that the balance of trade (the goods balance alone) is favorable. 
There may be and there is good reason to think there will be an extraordinary 
outpouring of tourists from this country eager to see at first hand the places 
talked about by the armed forces and the war correspondents. Such was the 
case after the last war and the area of hostilities then was very limited. Ameri- 
cans of recent European stock may desire to make substantial contributions to 
the restoration of the various homelands. There are, for example, enough 
Greeks of substance in the United States to buy outright and present to the 
homeland a goodly number of cargo ships if they are reasonably priced. 

Finally it should not be overlooked that, if the ships were never paid for, the 
loss would be no greater than that sustained if they are indefinitely tied up, 
and not as great as it would be if they were kept in a good state of repair but 
never used. In addition, immediate sale would do more than any other meas- 
ure to alleviate goods shortages at once. How foolish it would be to couple a 
dog-in-the-manger attitude toward the ships with heavy charitable contributions 
to the needy! The best help is that which enables one to help one’s self. 
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Chile: An Economy in Transition. By P. T. Ellsworth. New York: The 

Macmillan Company, 1945. Pp. 183. $3.00. 

The Great Depression hit the Chilean economy very hard, perhaps harder 

«a any other. Chileans had long been wont to rely on export industries, 
working up Chilean “land”, employing Chilean labor, but owned and managed 
largely by foreign capitalists, to supply a large part of the funds required to run 
the government, to provide basic improvements and to contribute to the comfort 
of the privileged. Moreover, in anticipation of an indefinite continuation of 
this pleasant arrangement, the people—or at least some of them—were living 
beyond their means with the future mortgaged by borrowing on export profits 
yet to come. 

Such a setup was an ideal target for the Great Depression. When the crash 
came nitrate exports wi’ 1 abrupt suddenness dropped 95 per cent in value and 
91 per cent in volume. Copper exports slumped in similar fashion. Economic 
collapse, widespread i isery, and political upheaval were the inevitable results. 

Professor Ellsworti became interested in this development in connection with 
classroom discussior: relating to the mechanism of adjustment in the inter- 
national balance si pay =-»ts This particular interest of the author dominates 
this study of the Chiles... ».onomy, determining largely the method of approach 
and the allocation of space. The author takes pains to declare that his purpose 
is not “‘to present an integrated account of the Chilean economy in all its aspects,” 
but rather ‘‘to select for examination such developments as the impact of the 
depression on Chilean trade, banking and price structure, the protective system 
of tariffs and exchange control, government stimulation of economic development 
and the inflationary accompaniments of these developments”’. 

The study which was financed jointly by the Guggenheim Foundation and the 
University of Cincinnati, where Professor Ellsworth was then teaching, covers 
the fourteen years 1929 to 1942. During that period, mainly as a result of 
measures taken to reduce the external pressure engendered by the Great De- 
pression and to achieve recovery, the economy of Chile underwent a drastic 
transformation from ‘‘a fairly typical colonial economy’ in 1929” to one which 
has acquired, not complete self-sufficiency, to be sure, but a considerable degree 
of economic independence. 

This period 1929-1942 is divided into three phases: 

1929-32, Impact of the Depression, 

1933-38, Recovery, Readjustment, and Recuperatica, 

1939-42, Resumption of Inflation. 

Three chapters, I, II, and VI, are devoted to the descriptive analysis of these 
three phases. Chapters III, IV, and V cover the entire period but deal with 
specific problems or policies: Monetary Developments, Foreign Trade Controls, 
and Government Intervention in Economic Activity. The statistical appendix 
supplements the evidence cited in this part of the book. 
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Thus the first six chapters tell a coherent, if not closely-knit, story in con- 
siderable detail, strongly buttressed with statistical evidence well chosen and 
equally well displayed. The last chapter might be called an epilogue; it is 
altogether different from the rest of the book, different in approach and in em- 
phasis. The fine tools of the statistical-pecuniary economist are laid aside and 
in their stead the broad brush and the rich colors of the social economist are used 
with results clearly reflecting the shift in implement. 

The detailed story told in the first six chapters contains little, if anything, 
which should surprise those familiar with the story of the Great Depression, its 
impact and aftermath. Economic parrying seems to be almost as spontaneous 
as physical parrying. Just as the story of other countries, so the story of Chile 
in depression and recovery is concocted out of catastrophic collapse of foreign 
trade and of trade in general, dearth of foreign exchange and scramble for im- 
ports, loss of gold by the Central Bank, shrinkage in the volume of means of 
payments, deflation, social unrest, revolt, political upheaval, default in foreign 
obligations, assertion of national prerogative over foreign rights, inflation, raised 
tariff rates, exchange control, compensation agreements, planning, government 
financing of, and partial control over, economic activity, stability and recupe- 
ration, and, finally, with World War II a resumption of inflation and a further 
strengthening of nationalistic measures. 

Naturally the details of the story reflect the peculiarities of Chile, its geograph- 
ical, economic and social diversity, its economic age, the temper of its people, 
the idiosyncrasies of their leaders 2rd in general the endless variability of the 
human factor in the equation. 

While the six-chapter account of the Chilean economy in depression and 
economy does not contain startling revelations, it is no less welcome as a most 
workmanlike contribution to the mosaic that is the economic record of our time. 
It is doubly welcome because of the competent manner in which such intricate 
subjects as readjustment of balance of payment, monetary and banking policies, 
social reform and industrial expansion are handled. This competence is rein- 
forced by the good judgment shown in the clear recognition of the limitations of 
orthodox theory in the face of unorthodox realities. Thus Professor Ellsworth 
frankly admits that the early imposition by Chile of exchange control, though 
highly unorthodox in theory, was nevertheless most fortunate for that country 
(page vii). He readily concedes that orthodox advice is misplaced in a world 
where prices are held rigid by cartels, where the mobility of labor is a fiction, 
and where the general institutional background is far different from that forming 
part of the basic assumptions underlying orthodox theory (see especially page 
133). 

This wholesome willingness to bow to the demands of unorthodox reality is 
particularly in evidence in the last chapter dealing with the prospects of the 
economic development of Chile. Here we find lengthy quotations from Mc- 
Bride’s justly famed Chile: Land and Society which clearly reveal the over- 
towering significance for Chile’s future of the notorious hacienda-inquilino 
system, the curse of Chilean agriculture. With apparent approval Ellsworth 
quotes (page 156) McBride’s final verdict: 
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Only a fundamental modification of the hacienda-inquilino system seems capable of 
saving the country (and the hacendados themselves) from disaster and of establishing 
the nation upon a stable basis—only a reform that will bring about a wider distribu- 
tion of Chile’s one great source of dependable wealth will make it possible for the labor- 
ing class to enjoy a larger measure of economic, social, and political independence, and 
will give the mass of its citizens a real interest in orderly government. 


This willingness to recognize institutional factors as fundamental to the proper 
appraisal of a country’s economic prospects freely displayed in a book largely 
devoted to payment balance, banking policy, price behavior and other phases of 
pecuniary economics is most refreshing. It is almost surprising. Ellsworth 
finds the post-war prospects of Chilean nitrate exports definitely discouraging 
and those of copper none too good. He believes that the Chilean economy has 
much to gain from economic diversification seeking “balance and harmony”. 
What a far cry from the atomism of classical theory to the polymerism of ‘‘bal- 
ance and harmony” of economic systems! Ellsworth warns against attempting 
industrialization definitely not suited to a country whose present purchasing 
power hardly exceeds half a billion dollars. He wisely attacks the almost 
insane protectionism of some present-day Chilean economic fanatics who argue 
that any replacement of imports by domestic production is an economic gain. 

Unfortunately, the very stimulating discussion of the last chapter is marred by 
a few minor flaws. Thus the analysis of the nitrate problem overlooks the very 
important role played by sulfate of ammonia. The figure of 6,280 kilowatt 
hours (page 147) for per capita consumption of power in the United States, cited 
from a Chilean source, should be checked. It does not seem to fit into the 
picture as revealed by our own statistical evidence. California is credited with 
an output of beet sugar in excess of our total national output in the best year. 
Should perhaps ‘‘beet sugar’? read “sugar beets”? This too is quoted from a 
Chilean study (page 155). The reference to the “excellent”? Peruvian cotton as 
a formidable competitive threat to a potential cotton-growing industry in Chile 
is misleading. For this excellence is based on the length of the staple. But 
what Chile needs most is middling cotton, not long-staple cotton (page 145). 
On page 136 “manganese” should read ‘‘magnesium’”’. Should ‘‘Messina”’ in 
the footnote on page 138 read ‘‘Mufulira” ? 

If the author lists cheap labor, i.e., labor cheap relative to its productivity, as an 
advantage, he is only doing what the majority of economists would be inclined 
todo. Frankly, the reviewer does not belong to that majority. He recognizes 
cheap labor as a short-run factor but the economic prospects of a nation are not 
short-run but long-run in nature. And for the long-run outlook it does not 
appear wise to attract industries by cheap labor when the ultimate aim of eco- 
nomic policy is the raising of the standard of living (see last sentence of the bock). 
Moreover, if Chilean labor is cheap, almost incredibly cheap, Asiatic labor is 
still cheaper. The marginal coolie is a terrible rival! 

Finally, if the author uses the word Chile as a personification of all those 
living and doing business in Chile, he again has probably the majority on his 
side and again it is the peculiarity of the reviewer to look askance at such eco- 
nomic license, if one may paraphrase poetic license. The classical theory saw 
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in the nation a market, an area within which certain things were so and others 
not so in contrast to the state of affairs outside. But surely Chile is not a mar- 
ket in the classical sense. On the contrary Chile is a house divided against it- 
self, a loose conglomerate of diverse and often conflicting interests, economic, 
political and social. Is it not misleading to say ‘“‘Chile exports copper” when a 
subsidiary of the Anaconda is meant? Short-cut wording and symbolism are 
not conducive to clarity. But the reviewer recognizes that his view is not 
widely held. 

Our globe is shrinking. People who hardly knew of each other a generation 
ago have become neighbors, enjoying mutual advantages, exposed to common 
dangers, and sharing joint responsibilities. To such a world the serious schol- 
arly study of our neighbors’ problems is vital to success, if not to survival. 
Elisworth’s book is such a study. We need many more. 

The University of Texas Ericu W. ZIMMERMANN 


The Development of Library Resources and Graduate Work in the Co-operative 
University Centers of the South. Edited by Philip G. Davidson and A. F. 
Kuhlman. Nashville: Joint University Libraries, 1944. Pp. 81. 

This monograph presents the proceedings of a conference of Librarians and 
Deans of the Graduate Schools of several Southern universities, designed to 
explore the principles and possibilities in the development of co-operative uni- 
versity centers in the South. It reviews the initial progress made in these 
centers, defines some of the many problems involved in further collabora- 
tion, explores the relationships between them and public libraries, state 
archives, genealogical collections, and other sources of basic research material, 
and emphasizes the interdependence of library resources and advanced graduate 
instruction in the region. 

The participants were quite well aware of the fact that the division of labor 
with respect to research resources was dependent for its fuller implementation 
upon the broader issue of institutional specialization within the region. ‘No 
amount of faculty discussion will bring about desirable and possible co-operation 
on the instructional level in any university center unless boards of trustees, the 
chief administrative officers, and deans of each institution have clarified their 
thinking concerning its implications and requirements and unless they make it a 
part of the accepted policies of the institutions.” In thus defining the scope of 
the problem and in indicating possible lines of development, the Conference 
contributed to the crystallization of issues which are involved in any substantial 
development of such centers. 

The appendices present some interesting data on the growth and status of 
library resources, library expenditures, and advanced degrees granted by the 
several Southern institutions. While the statistics indicate substantial improve- 
ment in recent decades, the relative poverty of the region is painfully apparent. 

University of North Carolina Joun B. WoosLEY 


The Economics of Peace. By Kenneth E. Boulding. New York: Prentice- 
Hall, Inc., 1945. Pp. vii, 278. 
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A more precise title for this book would have been, ‘“‘The Economic Theory of 
Reconstruction and Reform.” It is an application of the principles of economics 
tc the problems confronting the world at the close of war. The first and smaller 
part sets forth the theory of economic progress as it might be applied to the 
progress of a devastated area back into normal production. This is a rather 
short-run application of a long-run theory. There is much question whether 
ruined Belgium is comparable to a poorly equipped land which has never known 
high productivity. The most important recommendation of this part of the 
book, however, dovetails closely with a recent statement of government policy; 
namely, that the main effort of relief should be toward the rebuilding of 
productive capital in the stricken areas. 

The rest of the book is devoted to an application of Keynesian theory to the 
problems of distribution, unemployment, and international trade. A position 
between the capitalist and the communist attitudes is maintained. It is held 
that we should be careful not to reduce productivity in our quest for justice and 
stability. Chapters on the “Right-Wing Illusions” and the “Left-Wing il- 
lusions” emphasize the assumption of a middle position. The criticism of the 
Marxist element in the left wing, however, suffers from the usual oversimpli- 
fication of the surplus value theory. The great contribution of Marx was in 
pointing out the existence of a surplus value which, if uncontrolled, would create 
overproduction and unemployment. This, and not the proper ownership of the 
surplus, is the problem to be faced by business-cycle theorists. 

Unfortunately, in the chapters on unemployment, no attempt is made by 
Boulding to summarize modern business cycle theory. He does discuss several 
proposed solutions of the cycle problem, such as the hundred-per-cent reserve 
plan and the multiple commodity standard, but stresses the adjustable income- 
tax rate as the best solution. His statement that the primary purpose of tax- 
ation is to stabilize money prices and incomes, rather than to raise money for 
government to spend, may be startling to those who are not saturated with 
Keynesian theory (p. 165). One wonders whether he is acquainted with the 
complexities of income-tax accounting, in proposing a monthly adjustment of 
the rate. Certainly a broadly based discussion of stabilization should admit 
the possibility that many methods will be tried and combined, rather than just 
one. Increased reserve requirements, a multiple commodity standard, mon- 
etary management, an expanded and flexible unemployment compensation, 
public works, planned and stimulated production, and other suggestions should 
not be treated as alternatives, but as integral parts of the solution. 

There are illusions of the center, as well as of the right and left. Some of 
these, which the book shares, are that property values are founded upon pro- 
ductivity, that the business world is individualistic, and that problems can be 
solved by economic theory. Progress will come when all—right, center, and 
left—realize that values and incomes depend upon scarcity as much as they do 
upon productivity, that the business world is composed of corporations and 
other groups, and that theories are mere hypotheses until they have been ver- 
ified and modified by study of the data. Reformist “blood-letting” will never 
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be supplanted by scientific “penicillin” until many dollars, lives, and years 
have been devoted to the building of a scientific economics. 

It should be said that if every treatise in economics were as clear and as 
readable as this one, and if every economist were as coherent, consistent, and 
courageous as Boulding, then muddle-headedness would disappear from the 
field. 

The University of Kentucky Epaear Z. PALMER 


Economic Problems of Latin America. Edited by Seymour E. Harris. New 

York: McGraw-Hill, 1944. Pp. 465 + xiv. $4.00. 

This study of the economy of contemporary Latin America is a welcome addi- 
tion to the growing but still scanty body of material available in English on that 
subject. It is the product of seventeen economists, each contributing a chapter 
on some aspect of Latin American economics. The book is organized into three 
parts: Part I treats certain general economic issues common to all the countries of 
Latin America; Part II treats some of the more important aspects of Latin 
American economics on a topical rather than national basis; Part III contains 
chapters on ten separate Latin American countries. 

In Part I the editor calls attention to the very real contributions to the war 
made by these countries and the resulting sizeable credit balances accumulated 
therein. Emphasizing the sensitivity of the Latin American economies to 
external forces over which they have no control, he shows how dependent they 
will be upon other countries for postwar prosperity. There seems no way out 
of this dependence upon the rest of the world without a reallocation of the pro- 
ductive factors in the domestic economies. In view of the emphasis of this 
section it is not surprising that very little stress is laid upon those phases of the 
economy independent of the money economy. Yet, the self-sufficient non- 
monetary economy is of major significance in most of Latin America. 

Part II contains chapters on such general economic problems as agriculture, 
central banking and monetary management, fiscal policy, price stabilization, 
exchange and prices, and inter-American trade policy. In general the chapters 
are well done and add maierially to an understanding of the economy of Latin 
America. While there is little new in the treatment of agriculture, mining, and 
industrial development, the chapters on the various phases of Latin American 
monetary problems contain much useful and less known information. There 
are good accounts of Latin American monetary institutions, the influence of 
international trade and capital movements on economic activity, and the 
chronic dependence of treasuries on central-bank credit. 

The basic fiscal problem of Latin America is correctly diagnosed as the as- 
sumption by government of modern social responsibilities while retaining an 
antiquated revenue system heavily dependent on tariffs and excise taxes. Since 
the fiscal policy in most of these countries is dependent on foreign trade, the 
efforts of the government to use fiscal policy to stabilize the economy are neces- 
sarily strictly limited. The influence of the landed aristocracy in preventing 
the general adoption of income taxes and land taxes illustrates the close inter- 
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dependence of economic problems and the social structure in most Latin Ameri- 
can countries. 

While the chapters on general Latin American economy contain much other 
data that cannot be touched upon in so brief a summary, it is pertinent to call 
attention to certain important omissions. It is surprising that an entire 
chapter devoted to agriculture, even though the approach is by products, should 
almost completely neglect the internal structure of the agrarian economy and 
the distribution and size of land holdings, factors of primary consideration in 
Latin American agricultural problems. Other notable deficiencies are inade- 
quate treatment of transportation and virtually no treatment of labor. 

The countries treated in Part III are the following: Argentina, Bolivia, Brazil, 
Chile, Colombia, Cuba, Haiti, Mexico, Paraguay, and Venezuela. While the 
chapters are generally of a uniformly high quality, they vary greatly in scope 
and content. Such is inevitably the case when each chapter is the product of 
a different author with different interests, apparently left completely free as to 
content and emphasis. 

It is manifestly impossible to take note of all of the individual country treat- 
ments, but it will be valuable to survey a few as an indication of their general 
content. In the case of Argentina, emphasis is rightly placed upon the rapid 
industrialization of the past few decades, given still further impetus during the 
war. The need for governmental assistance to industry in the postwar world 
will accentuate the basic conflict between the old agricultural Argentina and 
the new industrial Argentina on tariffs, colonization, distribution of land, taxa- 
tion, and many other economic and political issues. It is to be regretted that 
the author did not see fit to devote some space to the status of labor in Argen- 
tina. 

The chapter on Brazil is particularly interesting because of its emphasis on 
the various agencies established to direct the economy during the war. The 
most important of these, the Co-ordinator of Economic Mobilization, has 
authority over nearly all phases of economic life and combines the powers 
vested in the United States in such agencies as the War Production Board, the 
Office of Price Administration, the War Manpower Commission, the War Food 
Administration, and the Foreign Economic Administration. Since he works 
largely through subagencies, his position is not dissimilar to that of the Di- 
rector of War Mobilization and Reconversion in this country. 

Whereas, in addition to the above, the chapters on Bolivia, Chile, Cuba, and 
Haiti give some attention to basic long-run economic problems, the chapters on 
Colombia, Mexico, Paraguay, and Venezuela deal almost exclusively with war- 
time economic phenomena, especially inflation and increased economic activity. 
Despite such unevenness of content, Economic Problems of Latin America con- 
tains more solid and valuable data than most books on contemporary Latin 
America. The inclusion of a bibliography would have materially enhanced 
its usefulness. 

War Production Board J. CARLYLE SITTERSON 

Washington, D.C. 
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The Economics of Control. By Abba P. Lerner. New York: The Macmillan 

Company, 1944. Pp. xxii, 428. Price $3.75. 

In his introduction, Dr. Lerner states that the title Economics of Control 
is meant to contrast with the economics of laissez-faire. This is not to say 
that control necessarily means collectivism; it merely suggests the deliberate 
application of whatever policy will best serve the social interest, without pre- 
judging the issue between collective ownership and administration or some form 
of private enterprise. The laissez-faire with which control is contrasted is not 
the emancipation from the dogmas of mercantilism and the interests of private 
monopolies, but rather that dogma which would have the government leave 
things alone just because it is the government, and as such has no right to inter- 
fere. Dr. Lerner refers to this attitude as “the dogma of the right.” 

Contrasted with this dogma of the right which says in effect that government 
should never interfere with profit-seeking business, there is a ‘‘dogma of the left,” 
which would establish one-hundred-per-cent collectivism and outlaw any private 
profit-seeking enterprise as immoral. The task which the author sets for him- 
self in The Economics of Control is to steer a path between these two dogmas, 
counting neither private enterprise nor state ownership as the only good, but 
considering a State which uses its control to enable that method to prevail in 
each particular case which best serves the public interest. 

The thesis of the book is that the benefits of both the capitalist economy and 
the collective economy can be reaped in the controlled economy. It must be 
borne in mind, however, that a controlled economy is not the same thing as a 
“regulated economy.’”’ The actual economy is already regulated in many ways 
—we have regulation of public utilities, pure food and drug laws, income taxes, 
social security, and many other types of governmental limitation and control, 
in the general interest, of economic activities. Yet, as Dr. Lerner states, 


we may refer to the actual economy as ‘uncontrolled’ because all these activities are par- 
tial and haphazard and are not organized as they would be if it were a recognized respon- 
sibility of the government to control the resources of society to see that they are utilized 
in the best possible manner (p. 3). 


However numerous the ways in which relatively minor interventions are made 
by the state, even if they all really work in the general interest, the economy is 
an “uncontrolled” one unless three primary tasks have been accomplished. 
These three primary tasks, which a controlled economy would carry out before 
anything else, are: 

1) Utilization of all available resources, and in particular of all men who seek 
work. 

2) Immediate abolition of all dire poverty, followed by other steps to dimin- 
ish the tremendous inequality of income and wealth. 

3) Elimination, throughout the economy, of monopoly and its accompanying 
exploitation and economic waste. 

The controlled economy, says Dr. Lerner, would certainly be much simpler 
and have much fewer regulations than those to which business men and managers 
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at present have to submit in the United States, to say nothing of Germany or 
Russia. This would be true because complexity of regulation is a result of piece- 
meal regulation with some relatively small problem in mind each time. In the 
controlled economy, regulation of economic activity is more thorough than 
in an uncontrolled economy. But in the interests of efficiency a minimum of 
complexity in regulation is one of the principles of control, and with the establish- 
ment of the principles of control in general it is possible to streamline the regu- 
lations. 

Important to note is Dr. Lerner’s elimination of the political issue by the 
assumption of a government which wishes to run society in the general social 
interest and is strong enough to override the opposition afforded by any sec- 
tional interest. Given such a government, the problem becomes one of deter- 
mining what is the best thing that the government can do in the social interest 
—what institutions will most effectively induce the individual members of so- 
ciety, while seeking to accomplish their own ends, to act in the way which is 
most beneficial for society as a whole. 

Dr. Lerner’s effort to determine this proper public policy and these appro- 
priate institutions is lengthy, detailed, and, for the economist, well worth read- 
ing. The technical terminology and abbreviations used, however, will doubt- 
less prove intimidating to the lay reader. 

Among the most interesting chapters (perhaps because they are also among 
the less technical ones) are chapters 21, 22, and 24, on Interest, Investment, 
and Employment, and chapter 23, on Unemployment and the Trade Cycle. 

The method employed of presenting each idea as a proposition (printed in 
bold face type), which is followed by the necessary explanation and comment, 
is striking, but unfortunately serves at times to obscure the argument rather 
than to throw light upon it, since at first glance one is inclined to give equal 
weight to each proposition, something which the author doubtless did not in- 
tend for the reader to do. 

But no book is without certain stylistic imperfections. On the whole, Dr. 
Lerner has succeeded in producing an excellent and well-reasoned treatise on a 
subject which is presently of primary importance. In spite of occasional diffi- 
culties which readers may have in following the argument, the argument itself 
is simple and logical—deceptively so; perhaps the most telling criticism of the 
work is that it makes the solution to many of our most trying difficulties seem 
just a shade too easy. 

In any event, it seems sure that no student of economic matters will find the 
time he gives to perusing The Economics of Control to be devoid of profit. 

Duke University Cuirron H. Kreps, JR. 


International Monetary Co-operation. By George N. Halm. Chapel Hill: 
University of North Carolina Press, 1945. Pp. vi, 355. $4.00. 
Dr. Halm presents a clear, objective, and authoritative account of the Bret- 
ton Woods agreement and the controversies and plans which preceded it. He 
has also endeavored to phrase his argument for popular as well as economic 
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readers. While this latter attempt is probably not entirely successful, the 
professional public gains considerably thereby. Brief statements of essential 
principles, inserted from time to time, add much to the interest of the text and 
are a definite asset. Particularly interesting are the accounts of the accelera- 
tion principle (pp. 118-119) and of purchasing power parity (Chapter X). 

The issues which underlie the Bretton Woods agreement may best be sum- 
marized by following Halm’s comparison of the agreement with its chief com- 
petitor, the Keynes plan. The essential mechanism is quite similar. Both set 
up an international clearing fund. Individual dealers or importers may go to a 
commercial bank for foreign exchange. It in turn may go to the Central Bank. 
The word “may” is used because resort to the Fund is optional and older meth- 
ods of clearing could survive alongside it. If the Central Bank (say the Bank 
of England) is short of a particular currency it will cet. par. be able to purchase 
that currency at an agreed exchange rate from the Fund. The results resemble 
the gold standard. Deposits and purchasing power are decreased in a passive 
balance country and increased in an active balance one. ~ 

But there is a fundamental difference regarding both funds and quotas under 
the two plans. The Keynes fund consisted of a new international currency— 
“Bancor.” Quotas determined how much each debtor country could draw out 
to meet a passive balance. Theoretically, if all the countries of the world save 
the United States used their full Bancor balances to pay for purchases from us 
we would have to accept a very large amount of Bancor and since this, like gold, 
increases our reserves and deposits, quite sizeable inflation could result. 

The Bretton Woods Agreement as adopted protects against this danger. 
Quotas determine not how much each debtor country may draw, but how much 
of a credit balance (barring extra gold) a creditor country may be forced to 
accept without its own consent. The initial size of the Fund (composed not of 
Bancor but gold and national currencies) is also definitely fixed, and as Halm 
remarks, “According to the Keynes plan 8 billion dollars would barely have 
begun to set in motion the mechanism, while 8.8 billion dollars are the aggre- 
gate quota of the Agreement.” 

The reason for such a wide divergence is, partially at least, expiained by an 
attempt in the Keynes plan to provide not merely for a clearing mechanism 
but also.for some of the post-war borrowing needs of the devastated countries. 
Quotas were set so that a considerable net balance of purchases could be made 
immediately after the war from (mostly) the United States without resort to 
specific borrowing. The American representatives did not accept this arrange- 
ment and in the Agreement actually adopted, the Fund is only large enough to 
handle ordinary short-run clearing difficuities. The question of foreign loans 
remains to be handled elsewhere. However as a means of fostering international 
lending the Agreement also sets up an International Bank whose function will 
be to underwrite foreign loans. The United States ei. erges much more the 
controller of its own credit than under the Keynes plan. 

Readers who wonder why a miscellany of gold and nationa “ries was 
substituted for Keynes’ more elegant “bancor” will be interested vo iearn that 
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Russia is an ardent adherent of the gold standard. Anxious to make use of our 
curious capitalist craving for yellow metal, Russia, a gold-producing country, 
combined with the United States, a gold-holding one, to prevent a complete 
ouster of gold. The Russians need our goods and are not going to forego any 
means of payment they happen to have. 

Most Americans applaud the reduction in the size of the Fund. A less de- 
fensible American victory, however, concerns the treatment of creditor countries. 
The White (U. S. Treasury) plan contained provisions regarding debtor coun- 
tries. They were to be presented with a report suggesting possible ways of 
remedying their situation. ‘There were also various penalties on being too heavy 
a debtor. The Keynes plan on the contrary provided for a similar report and 
remonstrance with creditor countries including suggestions for lower tariffs, 
etc. The Agreement retains the measures regarding the debtor but the Keynes 
provisions concerning the creditor are omitted. This, it is submitted, is most 
unfortunate. Why should not both have been retained? If there is to be any 
chance of world economic stability after the war the United States simply must 
assume its obligations as a creditor nation. How much importance an isola- 
tionist Senate would attach to a remonstrance from an international economic 
group is problematical but at least the problem would be faced. 

The writer submits, in this connection, that Dr. Halm does something less 
than justice to the all-out opponents of the gold standard. The real danger of 
the gold standard, and even of a scheme like that of Bretton Woods which retains 
some “gilding,” is that people may think of it as functioning “automatically” 
through ‘“‘supply and demand” or something of that sort. As a result the issues 
may not be squarely met. It may be all right, as Halm suggests, to use a little 
gilding but not if it destroys the political awareness of the American public on this 
question. Our choice today is not between “automatic” gold and “managed” 
paper but between management, recognized as such, and management concealed 
and unco-ordinated. Shall international exchange be governed by responsible 
and known heads, or by the sort of loose, semi-secret, conferences of central 
bankers which proved so disastrously ineffective between World Wars? 

One feature of the Bretton Woods Agreement is clearly shown by Halm’s 
treatment to be logically inconsistent—even though he insists (and the writer 
agrees) that in practice a workable compromise may be reached. Member 
countries are allowed to change exchange rates, if the fund permits, in order to 
correct a “fundamental disequilibrium,” but it is also specifically provided (as a 
survival from the Keynes plan) that the Fund “shall not object to a proposed 
change because of the domestic social and political policies of the member pro- 
posing a change.’’ Yet suppose a country’s social policy leads to an extrava- 
gant increase in money wages and resulting passive balance. How on earth 
can the Fund decide whether a requested depreciation is “competitive” or due 
to a “fundamental disequilibrium” without tacitly considering the depreciating 
country’s wage policy? The truth is that no currency scheme (or any other 
economic plan as far as that goes) is going to work unless the unions are per- 
suaded to consider the public interest. 


1 See F. D. Graham, ‘‘Keynes v. Hayek on a Commodity Reserve Currency,’’ Economic 
Journal, December 1944, p. 422. 








BOOK REVIEWS 387 


The writer has but one major criticism to sake of Dr. Halm’s general ap- 
proach. Halm seems impressed by the idea that “overexpansion will lead to 
contraction.” This is a very usual point of view. But if we follow Halm’s 
acceleration-principle explanation it will be seen not that overexpansion leads 
to contraction but that any (likely) expansion will do so. Barring public works, 
or “‘staggered” expansion in various lines, the only expansion which will not 
lead to a contraction will be one in which, after first accurately forecasting the 
direction of demand, and full employment equilibrium replacement streams, 
expansion is slowed down to the eventual replacement rate. This could mean 
sixteen years or more of unemployment and rationing, and, even then, once the 
new equilibrium was reached, a drastic sabotage of new invention. Why not 
allow expansion (short of severe price change) and fill in with public works dur- 
ing theintervals? No likely restrictive measure is going to give complete stability 
anyhow.? Lord Keynes has a sound instinct in fearing too restrictive a policy 
even though, as Halm indicates, he may have gone too far the other way. 

Space is lacking to cover the many issues raised in this work. In summary 
one may say that Halm has produced a most interesting and informative piece 
of work. Concerning the future of Bretton Woods, lack of perfect logical 
consistency may prove its strength. As a working compromise it is not impos- 
sible that it may do better in practise than many more intellectually satisfying 
schemes. 

University of Virginia Davin McCorp Wricat 


The Nazi Economic System—Germany’s Mobilization for War. By Otto Nathan. 
Durham, North Carolina: Duke University Press, 1944. Pp. Ix, 378. $4.00. 
After a decade of work in the German Government Department of Statistics, 

Dr. Nathan became economic adviser to the Reich Ministry of Economics in 

1930. Political developments in Germany caused him to resign his position in 

1933, and since that time he has lived in this country. Dr. Nathan’s experience 

provided an excellent background for the task of examining the economic tech- 

niques and methods which Germany used in preparing for war in the period 

1933 to 1939. His analysis is based on thorough documentation from German 

sources and the result is a scholarly and objective study. 

The study was begun in 1940 at the request of the Advisory Commission of the 
U.S. Council of National Defense which was interested to know how Germany 
had built up her military economy. In the Preface, Dr. Nathan says that the 
general method was to impose a co-ordinated system of economic planning upon 
a capitalist economy in which the institutions of private property and private 
profit were modified, but not abandoned. As one follows the growth of a totali- 
tarian system of government control within the framework of capitalist institu- 
tions through Dr. Nathan’s pages, a statement in Hamburger’s How Nazi Ger- 
many Has Controlled Business comes to mind... . “The choice of regulation as 
a method had a distinct advantage as a political strategy. Regulating rather 


2 Regarding equilibrium expansion rates, see the author’s ‘Professor Knight on Limits 
to the Use of Capital,’? Quarterly Journal of Economics, May 1944, pp. 338-9; ‘“Hopes and 
Fears—The Shape of Things to Come,’’ Review of Economic Statistics, November 1944, 
pp. 211-212. 
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than nationalizing business enterprise, it was possible for the Nazis to preserve 
private ownership of the means of production as an institution, while in reality 
reducing it to a meaningless legal concept.” 

In the body of his work, Dr. Nathan examines the methods and steps by which 
controls were developed over industry, agriculture, banking, prices, and labor. 
The Nazi government made use of instruments such as cartels, which they found 
ready to hand, modified or refashioned them and made them serve their specific 
purpose, the building of a military economy which could swiftly transform itself 
into a war economy. They invented techniques such as the devices they used 
to obtain funds for public purposes from sources outside the customary channels 
of taxation and borrowing. As Dr. Nathan says, much may be learned from 
these economic experiments. ‘At a time when in most countries the need for 
government intervention in economic affairs is so keenly felt by many, and so 
bitterly opposed by many others, a complete understanding of the experience 
which German Fascism had with planning is bound to prove instructive.” 

In most of his discussion Dr. Nathan concentrates on or tries to abstract the 
economic aspects of Nazi control of the German economy, but in his concluding 
chapter he suggests that the Nazi experiments “may take on a new value and 
significance in a different political atmosphere.” And at the outset he states 
that Fascism not only replaced the market mechanism by a co-ordinated system 
of government intervention but brought two other major changes. ‘The free 
and independent organizations which labor had created to strengthen its bar- 
gaining position were destroyed. Political democracy, an institution of great 
economic consequence, ... was abolished and replaced by a ruthless political 
dictatorship.” 

If it is agreed that lessons may be learned from the Nazi economic techniques, 
it seems of crucial importance to remember not only these ‘‘two other major 
changes” but also the military aims which the techniques were to serve. Other- 
wise we may be led too readily to accept Hayek’s conclusion that government 
intervention and planning are essentially evil. To this reviewer it would seem 
that the German experience should lead us to ask such questions as....Can a 
controlled economy be made to serve the ends of welfare as it seems to serve 
those of war? To what extent is government intervention and control to be 
preferred to the private monopolistic controls which exist in a developed capi- 
talistic economy? Does government control raise more problems than it solves? 
Is it possible to operate a mixed economy? Or do partial measures inevitably 
tend towards complete control? Finally, if political democracy and a planned 
economy are compatible, can we count on preserving those virtues of initiative 
and individual responsibility which the system of free enterprise was supposed 
to foster? 

Sweet Briar College GuapDys BoonE 


Personnel Relations. By J. E. Walters. New York: Ronald Press Company, 
1945. Pp. xx, 547. Price $4.50. 
The name of this book suggests a considerable deviation from the point of view 
of the usual text written for courses in personnel problems. _ Other such texts 
carry the title of Personnel Management or Personnel Administration. Profes- 
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sor Walters calls his text Personnel Relations—Their Application in a Democracy. 
In many ways the book does offer a new approach to personnel management, 
stressing as it does, the relations among the worker, the management and the 
government. A teacher of personnel management, however, would not have 
to reorganize his whole course if he selected this book, for nearly all of the sub- 
jects of the usual course are presented, only the approach and emphasis being 
different. 

This difference in emphasis is found in the opening chapters. Instead of 
telling how a personnel department should be organized, Professor Walters pre- 
sents a discussion of labor unions on the sound premise that personnel manage- 
ment today must be based on some understanding of the history and policies of 
organized labor. Though generally well done, this section has the weakness of 
any fifty-page discussion of the history and policies of trade unionism in the 
United States. One interesting section comprises a list of ten questions to be 
answered correctly if a union is to be considered a responsible organization. 
“Ts this labor union a democratic organization? Are the finances of this union 
handled properly? Has the history of collective bargaining by this union been 
good? Has this union limited output?” (p. 52) Such questions as these would 
make a good test for any union and, as the author says, “One of the greatest 
tasks of many unions is to make themselves responsible.” (p. 55) In a later 
chapter similar questions are proposed for management. 

In the two chapters of Part II entitled ‘“Management of Personnel Relations,”’ 
the author sketches briefly some employer reaction to such problems of bargain- 
ing as the closed shop and at the same time gives some information about such 
management aids as the National Association of Manufacturers and the Ameri- 
can Management Association. The second chapter deals with some of the more 
general problems of wage determination, such as cost of living, ability to pay, 
and the general wage structure of the community. 

Part III contains the orthodox chapters on ‘‘Personnel Relations Techniques.” 
Employment, job evaluation, training, safety, personnel services, and other 
similar problems are adequately discussed both in the abstract and in the light 
of the author’s practical experience. An important omission is any discussion 
of formal incentive or measured work plans of wage payment. Many personnel 
departments today are finding that some knowledge of the philosophy and prac- 
tice of these formal plans is essential in practicing labor relations. 

The role of government in regulating today’s personnel relations forms the 
subject of Part IV of this text. Professor Walters has outlined the main provi- 
sions of such laws as the Wagner Act, the Wage and Hour Law, and the Social 
Security Law, always from the point of view of a personnel director. To the 
economist teaching personnel management, these and other chapters leave much 
to be desired with respect to analysis. For example, the author states in his 
chapter on minimum wages and maximum hours, “Short hours of work to permit 
the worker time to consume is a relatively new idea in the field of industrial rela- 
tions.”” Such a statement needs explaining but the next sentence merely reiter- 
ates, and the rest of the paragraph simply makes other statements about hours 
of labor. 

An interesting and informative chapter is the oue which describes the various 
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governmental agencies for co-operating in personnel relations. Some companies 
may wonder at the use of the word “co-operate” when the author refers to the 
compulsory arbitration of the War Labor Board, but the work of the Board is 
described briefly and well. Likewise, the author displays good American op- 
timism in using the past tense when referring to the War Labor Board and the 
War Manpower Commission. 

The final section is a discussion on Union-Management-Government co-opera- 
tion. Again writing in the past tense, the author describes the present war-time 
experience with W.P.B.-sponsored labor-management committees. The re- 
search out of which judgment on the efficacy of such committees can be made 
has not yet been done. The section on this war-time co-operation, therefore, 
is little more than what the War Production Board has said in trying to influ- 
ence labor and management to establish committees. Some of the other tested 
experiments in labor-management co-operation, such as the ““B & O” plan, are used 
to illustrate the author’s thesis that good personnel relations must be based on 
co-operation among industry, labor, and government. 

A statistical appendix and a selected list of references complete the book. 

There are two main criticisms of this book as a text. In the first place, the 
non-technical parts of the book contain too little analysis and too much simple 
listing of facts and opinions. In the second place, there are too many listings of 
facts and arguments on a one-two-three basis. A certain amount of such listings 
gives a professor a chance to test the memories of his students, but this author 
uses that method of writing to excess. Professor Walters’ book, however, 
should be a usable text, for he combines many practical illustrations from the 
experiences of a number of different personnel departments. Furthermore, 
his approach to personnel management through the field of labor relations 
meets the new developments that have come since the workers’ right to organize 
has been guaranteed against interference by employers. 

Duke University FRANK T. DE VYVER 


The Production Credit System for Farmers. By Earl L. Butz. Washington: 

The Brookings Institution. Pp. vi, 104. $1.00. 

To make short-term credit available to the depression-ridden farmers of the 
nation, the Production Credit Division was set up in 1933 as one of the four 
inits of the Farm C1 :t Administration. In addition to the Production Credit 
Division, the Farm Credit Administration includes the Federal Land Banks, 
established in 1917, the Federal Intermediate Credit Banks, established in 
1923, and the Banks for Co-operatives, established in 1933. The Farm Credit 
Administration was organized on a permanent, non-relief basis. 

It is to the past record and present status of the system of Federal production 
credit for agriculture that Professor Butz gives his attention in this book. In 
Part I is presented the factual background, and in Part II appears an evaluation 
of the agency. 

The structure of the production credit system is highly integrated. The 
Product‘on Credit Associations, numbering over 500 scattered throughout the 
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country, are local capital stock co-operatives, selling two types of stock: Class 
A, non-voting, which is bought mostly by the corporations; Class B, voting, which 
is purchased by the borrowers. Each borrower must own Class B stock in an 
amount equal to $5 per $100 or fraction thereof of the amount of his loan. He 
may also own Class A stock as a voluntary investment. In addition to interest 
and fees paid in by borrowers, the associations receive income from the invest- 
ment of funds obtained from stock sales. The Production Credit Corporations, 
one of which is located in each of the twelve Farm Credit Districts, are wholly- 
owned government institutions which receive their revenue from “three sources, 
ranked in order of their importance: (1) interest on securities purchased with 
that portion of their capital ($120,000,000 subscribed by the Treasury) not in- 
vested in PCA Class A stock and with other assets; (2) profit from sale of se- 
curities at a premium; and (3) dividends paid by associations on Class A stock 
owned by the corporations” (pp. 7-8). The national office, the Production 
Credit Division of the Farm Credit Administration, is supported by direct 
assessments upon the Production Credit Corporations. 

The loan policy of the production credit system has been conservative be- 
cause, in large measure, of the Congressional mandate it received when it was 
organized. “It was set up under an obligation to make its facilities available 
to all qualified farmers. It was likewise given a mandate to operate on a uni- 
form interest spread in all areas and for all sizes of ioans.”’ (p. 16) Despite the 
resulting inflexibility, operating costs have declined, and borrower equity has 
increased. Little progress has been made, however, toward retiring the govern- 
ment share of the capital. 

Although loan volume in 1948 was in excess of a half-billion dollars, Butz 
indicates that there has been little real competition between Federal short-term 
agricultural credit and commercial bank credit. The loan volume of the pro- 
duction credit agencies has increased steadily, but it has not kept pace with the 
increased volume of short-term agricultural loans handled by the commercial 
banks since 1937. The volume of short-term farm loans held by production 
credit associations on January 1, 1937, was 17.8 per cent of that held by com- 
mercial banks; by January 1, 1944, this figure had dropped to 13.2 per cent. 

Declining interest rates are attributed not as much to PCA activity as to a 
general easing of monetary conditions since 1933. As a matter of fact, on many 
loan types, PCA effective interest rates are higher than those charged by com- 
mercial lenders. 

Butz is deeply concerned over the failure of the system to retire its govern- 
ment capital. Holding that the subsidy should be retired, he nevertheless 
makes the suggestion that, instead of assessing against the corporations the cost 
of maintaining the agency’s national office, the Congress should annually make 
a direct appropriation to maintain it. He also favors direct appropriations to 
finance partially the Production Credit Corporations. Such a plan would place 
the production credit system on a permanently subsidized basis comparable to 
that of the Federal Communications Commission, the Interstate Commerce 
Commission, and the Civil Aeronautics Board. If this latter form of govern- 
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ment subsidy be advocated, it is at first difficult to see the difference in principle 
which renders the present subsidy as undesirable as is alleged. An important 
consideration is the fact that the very existence of the present subsidy has made 
it possible for the corporations and associations to supplement operating in- 
come with capital funds. 

As a means to orderly retirement of the government capital, it is suggested 
that the discount ratio be prevented from falling below a given figure, which 
the author places at 5 to 1. The importance of this recommendation is indi- 
cated by the author’s statistics, which show that in 1943, although Congress had 
authorized a discount ratio of 10 to 1, nearly three-fourths of all associations 
reported a discount ratio below 2.5 to 1, and no association reported a ratio as 
high as 5 to 1. If the ratio fell below the recommended level, the “excess 
capital” would be used by the associations to retire Class A stock subscribed by 
the corporations with government money. The corporations, in turn, would 
then retire this paid-in capital to the Production Credit Revolving Fund. Pro- 
vision for setting up the fund was made in the Act of Congress by which the 
production credit system was established, but by 1943, despite increased reserves 
and member-ownership, only $5,000,000 of the $120,000,000 government capital 
had been retired into it. 

To give the system flexibility, the author recommends that in order to reflect 
differing risks and other costs, different interest spreads be permitted in dif- 
ferent regions of the country. 

A careful reading of the book leaves one with the impression that the author 
feels that although the production credit system has taken more than one step 
in the right direction, it is still far short of its goal. Changes are suggested that 
would hasten progress, but on a less optimistic note, there is the following com- 
ment: ‘‘Although the favorable loss experience of the associations indicates that 
they have followed a sound lending policy, on the whole, it must be remem- 
bered that they have been operating only in a period of generally rising prices 
and farm prosperity since 1933, and that the real test with respect to loss ex- 
perience will come if and when American agriculture undergoes a sustained 
period of price deflation and general unprofitableness.” (p. 23) 

As a handbook for quick reference, this book should be very useful. Its 
value might have been enhanced if the author had indulged in more looking 
ahead, but, although he does devote his final chapter to a consideration of im- 
proved methods of retiring the government subsidy, he has placed the emphasis 
upon a factual review and analysis of the existing organization. The facts are 
presented clearly and effectively, and the recommendations are timely. 

N. C. State College G. W. Forster AnD Francis E. McVay 

University of North Carolina 


Report on Demobilization. By James R. Mock and Evangeline Thurber. Nor- 
man: University of Oklahoma Press, 1944. Pp. xi, 257. $3.00. 
Someone has said that we learn but one lesson from history, namely, that we 
learn nothing from history. In a way, the present volume is an amplification 
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of that aphorism, for it traces the steps by which we as a nation sank back 
into “normaley” after World War I and calls attention to the somewhat similar 
path we are treading as we approach the end of World War II. 

For anyone who lived through that earlier period, this book has an uncanny 
ability to recreate with the vividness of the daily newspaper the prevailing moods 
of those times: the buoyant hopes and soaring idealisms that led groups of all 
sorts to plan for a better America and a better world; the corrosive frustration 
that emerged as old antagonisms and clashes of selfish interests undermined the 
unity of purpose that had existed during the war. In the end, lacking any co- 
ordination of plans and any adequate implementation for their realization, we 
reached by a more or less hit-and-miss process that state of precariously- 
organized maladjustment that we think of as the “prosperous twenties.” 

Once more, as we look forward to the end of the present war, we face an 
analogous situation. Here are the same problems of converting an industry 
and an agriculture that have been geared to the prosecution of a global war back 
to the needs of a peacetime economy. Here are the same human and social 
problems involved in demobilizing and re-integrating into civilian life the men 
and women of the armed forces. This time, however, the scale upon which 
these problems are presented to us is incomparably greater than in the earlier 
period. This time, too, the penalty for failure to achieve a smooth and rational 
reconversion will be the greater because of the greater magnitude of the disloca- 
tions that have been occasioned by the war. 

To mect the oncoming problems of demobilization and reconversion, how- 
ever, we have so far done little but to plan in some pretty general terms. The 
planning, so far as it goes, it is true, is more widespread and vigorous than it 
was in the last war. It is enlisting the thought and effort of nearly all organized 
groups from government agencies down to individual firms and small-town 
chambers of commerce. We have been conditioned to the idea and the necessity 
for planning ever since the depression of 1929. 

One thing, however, is lacking—the same thing that was lacking before—co- 
ordination and implementation. It is precisely against the dangers implicit 
in this situation that the present volume raises a voice of warning. Powerful 
interests are already demanding the speedy relinquishing by government of its 
wartime controls on the grounds that only then can the American industrial 
system function effectively. In the opposite camp are those who feel convinced 
that only through a governmentally controlled plan can we hope to make the 
transition from war to peace without shipwreck. The most convincing proof 
of the greatness of our democracy, the authors say, will lie in our accomplish- 
ment of this task to the benefit of all concerned. 

If one felt obliged to find something to criticize in this book, it would probably 
be its lack of analysis, for the method of treatment is discursive and descriptive 
throughout. The problems of reconversion, however, are so complex and tech- 
nical in many of their aspects that it would take a whole library shelf of books to 
deal with them adequately at this level. Perhaps the authors are wise in es- 
chewing this task and leaving it to experts in the various technical fields. For 
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themselves, they may rest content with having done one job and having done it 
exceptionally well. 
Federal Reserve Bank of Atlanta Kare L. RAvuBER 


Tea under International Regulation. By V. D. Wickizer. Food Research In- 
stitute. Stanford University, 1944. Pp. 149. Documentary Appendix, 
Appendix Tables and Index. $2.50. 

This book is the fourth volume in a series called Commodity Policies Studies 
published by the Food Research Institute of Stanford University. The author, 
V. D. Wickizer, has previousiy written another in this series, The World Coffee 
Economy. Mr. Wickizer indicates in the Foreword that the main purpose of 
this research is to explore “the general idea that postwar commodity problems 
can be effectively dealt with by international bodies set up under international 
commodity agreements.”” Unlike so much of the current literature which depicts 
cartels or international commodity controls as sinister, mysterious agglomera- 
tions of economic and political power, this study is intended to give an objective 
analysis of the structure and operation of one particular commodity control, 
the International Tea Regulation Scheme. Four chapters are devoted to gen- 
eral tea marketing problems, one chapter to early restriction schemes by pro- 
ducers, and the remaining four to a description and appraisal of the Interna- 
tional Tea Regulation Scheme. The latter scheme went into effect on April1, 
1933 for five years and was then renewed for another five years. After the ac- 
quisition of the Netherlands East Indies’ tea plantations by the Japanese in 
1942, the agreement has been only nominally in force, although it was extended 
officially to cover the duration of the war and for two full quota years there- 
after. The international Tea Regulation Scheme regulated the exports of the 
so-called “‘black teas’? embracing approximately four-fifths of the peacetime 
international trade in tea. The remainder of the tea exports was composed 
mainly of “green teas” from China, Japan and Formosa. 

The International Tea Agreement was concluded by the large tea growers’ 
associations of India, Ceylon and the Netherlands’ East Indies. The organiza- 
tion and operation of these trade associations might have been treated more 
fully, since trade associations have played a prominent role in other international 
commodity-control schemes as well—for instance, in those relating to tin and 
rubber. This tea plan differed from the earlier attempts to regulate the inter- 
national marketing of tea in that it was supported and implemented by legisla- 
tion and decrees of the governments concerned. 

The word cartel is conspicuously absent from Mr. Wickizer’s discussion. 
Probably, he preferred to use the term international commodity control, to 
avoid the derogatory inferences usually associated with cartel relationships and 
to concentrate, instead, on the intrinsic merits or disadvantages of the scheme. 
Economists and political scientists may wish, however, that Mr. Wickizer had 
made a more thorough analysis of the peculiar mixture of public and private 
elements found in this control. In so far as the parties to the agreement were 
private trade associations of different countries, the expression, international 
cartel, could be appropriately applied. It is not unusual for governments to 
delegate power to private persons or groups of persons for special purposes. But 
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the phenomenon of private trade associations voluntarily conferring power upon 
a quasi-public agency (the International Tea Committee) to execute the provi- 
sions of an agreement made privately, is peculiar to an extreme. Mr. Wickizer 
points out that the International Labour Office considered the tea agreement as 
‘in substance an intergovernmental agreement.” He also mentions that the 
International Tea Committee in its 1939-40 Report suggested transforming the 
plan into an outright intergovernmental scheme. He offers some evidence to 
show that the British government appeared to desire such a conversion but that 
the trade associations wished to keep the scheme a producers’ agreement. As 
it stands, the tea scheme might be classified as a borderline type between a 
cartel (operated by private entrepreneurs) and intergovernmental commodity 
control (established and operated by governments). The question as to whether 
control was predominantly private or public would perhaps become clear only 
in the event of sharp conflict between the two; for instance, if disintegration of 
the scheme occurred on the withdrawal of support by the trade associations. 

Although Mr. Wickizer is cautious about making generalizations, he does 
conclude that the economic and social results of the International Tea Regula- 
tion Scheme were relatively satisfactory. 

This volume is carefully documented and indexed. Layman and specialist 
alike will find it an instructive and enjoyable experience to examine Mr. 
Wickizer’s discussion of the international marketing and control of so im- 
portant a commodity as tea. 

Chapel Hill, North Carolina ADELAIDE WALTERS 


The Cotton Textile Industry of Fall River, Massachusetts. By Thomas Russell 
Smith. New York: The King’s Crown Press, 1944. Pp. xii, 175. Price 
$2.00. 

During the first half of the nineteenth century the balance of economic ac- 
tivity in New England shifted from commerce to industry, and the scene of this 
activity shifted from the maritime coastal centers to inland towns, located near 
rivers and waterfalls. The capital, entrepreneurial ability, and mechanical 
skills of the commercial era were gradually taken over by expanding industries, 
the most important of which was the cotton textile industry. 

Within this general transformation the industrial form of Fall River, Massa- 
chusetts, began to emerge. The town’s geographical advantages, including both 
water power and a coastal location between New York and Boston, combined 
with local capital and skills, fostered the development of a factory town which 
by 1845 boasted a cotton-manufacturing industry, a cloth-printing industry, an 
iron industry, and the beginnings of the textile-machine industry. Thereafter, 
the town and textiles, especially the print-cloth industry, grew rapidly and with- 
out interruption. In 1875 Fall River was an industrial city with 42 cotton mills 
and 1,268,000,000 spindles. The use of steam power, favorable economic con- 
ditions, capital accumulated earlier in the textile and iron industries, all con- 
tributed to Fall River’s ‘textile complex.” The city was recognized as the 
country’s leading textile manufacturer. 

It was not until after the 1880’s and the beginnings of modern textile manu- 
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facturing in the South that Fall River began to face serious competition. The 
Southern mills had the advantages of lower labor costs, few labor laws, and a 
comparative lack of union pressure. In addition, the Northrop loom, invented 
in 1895, enabled them to compete favorably in the print-cloth industry, and to 
challenge Fall River’s position of supremacy. The South adopted the use of 
the automatic loom more quickly than did Fall River, and the resulting saving 
to the Southern mills made it impossible for Fall River to meet its new competi- 
tion. Evidences of the approaching collapse in the Fall River branch of the 
industry appeared as early as 1910, but the decline did not begin until 1923-1924, 
when the cotton mill employment decreased by one-third. During the next 
fifteen years the downward trend continued. 

Mr. Smith believes that Fall River’s textile industry has not disappeared, 
because of internal improvements: variation in the type of product, the influx 
of outside capital and management, and an improvement in mechanical effi- 
ciency. There have also been some external influences at work: a narrowing of 
North-South wage differential, relaxation of Massachusetts’ restrictions govern- 
ing night work for women, and a lightening of the taxes on Fall River corpora- 
tions. 

Duke University JuANiITA Morris Kreps 
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ALABAMA 


Operating at a high level of activity throughout 1944, Alabama business and 
industry maintained their large wartime gains. Only in construction activity 
and directly related fields were there any serious declines, and these were to be 
expected as an aftermath of the unsurpassed war construction boom of 1941, 
1942 and part of 1943. 

Coal and coke production and electric en rgy consumption for industrial 
purposes in 1944 were all above 1943, and even surpassed 1942’s high level of 
activity. Data on steel-ingot production and pig-iron production are not 
available by states, but if activity in these fields paralleled that in the United 
States as a whole, it can be assumed that Alabama’s iron ad steel industry 
established a new production record in 1944. Despite an increase in new facili- 
ties, the steel industry operated near capacity. The weekly average steel- 
production operating rate, according to data from The Iron Age, per cent of 
capacity, for Alabama was 96.7 during 1944; for U. 8., 96.4. 

Estimates also published in The Iron Age show that in 1944 the U. 8. ship- 
building industry alone consumed close to 19 per cent of total steel shipments. 
Shipbuilding is one of the major new wartime industries of Alabama. During 
the first 11 months of 1944, the Alabama Drydocks and Shipbuilding Company 
at Mobile delivered 40 tankers, and the Mobile Gulf Shipbuilding Company 
built five C-2 cargo ships and two C-type cargo vessels. (From the Monthly 
Review, Federal Reserve Bank of Atlanta, Dec. 31, 1944.) 

No data on the other new wartime industries—aircraft and ordnance—are 
available, but the importance of these industries in the state’s economy is indi- 
cated by the huge sums channelled into them through war contracts. From 
June 1, 1940, to October 1, 1944, Alabama’s share of major defense-and-war 
contracts amounted to $1,826,415,000 (0.9 per cent of the nation’s total). Of 
this total, $1,201,373,000 was for supply contracts; the remainder for new facil- 
ities. An industry breakdown of the supply contracts reveals that $453,984,000 
was for ordnance, $421,152,000 for ships, $58,994,000 for aircraft, and $267,243- 
000 for all other. 


* * * * * 


As a result of high employment and incomes, both farm and nonfarm, all 
indicators of consumer activity continued to surge upward. Retail sales, par- 
ticularly department store sales, and bank debits reached unprecedented heights. 


Life insurance sales were higher than they have been since 1931. 
* * * * * 


The Alabama legislature is to reconvene in May, 1945. In the meantime 
interim committees have been concucting investigations and holding hearings 
on prospective legislation. A number of problems are in the foreground. The 
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presence of an overall surplus has given rise to differences of opinion. The sev- 
eral departments of the state government support requests for added appropri- 
ations by pointing to the relatively low position occupied by the state in almost 
every field of service. The officials directly responsible for the overall financial 
management of the state point out that the present surplus is due to the unusual 
level of business activity and can be directly attributed to the war. They fear 
that the end of the war will find the state faced with unusual demands and 
shrinking revenues. They consequently are opposed to large increases in pres- 
ent commitments. 

The state income tax was authorized by a constitutional amendment which 
provided that the proceeds should be used to retire bonds issued to refund the 
floating debt of the state and that any revenue not needed for that purpose 
should be used to reduce ad valorem taxes. There have accumulated suffi- 
cient funds to retire the entire issue of the refunding bonds when they come due. 
At least three lines of action are receiving support in the state. The first is to 
repeal the income tax entirely. The second is to follow the mandate of the 
constitutional amendment and reduce or abolish the state ad valorem tax levy. 
The third is to submit an amendment to permit the use of the income tax reve- 
nues for other purposes. The discussion seems to center largely on the last two 
propositions. The proponents of using the funds to lower ad valorem taxes 
maintain that this would lower the pressure on farmers, encourage reforestation 
and foster the establishment of new industrial enterprises. Those favoring the 
use of income tax revenues for general state purposes point out that the state 
already has a homestead exemption law. They contend that the maintenance 
of adequate health, educational and other services is more important to the 
state’s industrial development than low taxes. 

A number of proposals for reorganizing the administrative machinery of the 
state are under consideration. In the main these have to do with the stream- 
lining of state administration by abolishing certain offices or agencies and con- 
solidating others. Also certain of the proposals would reduce the number of 
elective state offices and substitute appointment by the Governor. There has 
also developed an attack on the state merit system by those who openly favor a 
return to the spoils system as more democratic. 


* * * * * 


The problems of reconversion are occupying an important place in the thought 
of the state. It is generally felt that at least three important segments of the 
present industrial set-up will face especially serious difficulties. These are (1) the 
shipbuilding industry in Mobile, (2) the munitions plants around Childersberg 
and Talladega and (3) the Huntsville Arsenal. ‘This interest has stimulated 
the State Planning Board to undertake an industrial survey to determine the 
kinds of industry which offer the most favorable opportunities for expansion in 
the state. The State Planning Board is also undertaking a study of the effects 
of taxation on industry with a view to suggesting steps which might be taken 
to make the sharing of the tax burden more equitable. 

Another interesting development of a movement to foster the industrial 
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development of the area is the establishment of the Southern Research Institute 
in Birmingham with Dr. Wilbur A. Lazier as director. This institute is modeled 
after the Mellon Institute. The capital funds that make the institute possible 
have been secured by private subscription. 

The Alabama Public Service Commission recently ordered the Alabama Power 
Company to refund to its domestic customers the amount of their December 
electric bills. This order has led to widespread discussion in the press. In- 
dustrial customers apparently are dissatisfied and one company, a lumber- 
manufacturing concern, has filed a protest with the Commission. 

University of Alabama H. H. CHAPMAN 


GEORGIA 


Business activity in Atlanta, according to the index computed by Joseph C. 
Seibert of the Emory University School of Business Administration, has reached 
a new peak. Compared with the base period 1935-1939, the index in January, 
1945, stood at 200.7. At the start of 1944 the level was 180, and the gain during 
1944 amounted to slightly more than 10 per cent. 

The gain for the city of Atlanta is in contrast to a decline for the country as 
a whole. The Federal Reserve index of activity during 1944 dropped from 
around 245 at the start of the year to 230 at the end of the year. The divergence 
in the actions of the two comparable indexes is a measure of the belated impact 
of war work which was started late in the Atlanta area. The Bell Aircraft 
plant at Marietta exerted its most important influence on the economy of this 
area during the latter part of 1943 and during the entire year of 1944. This 
lagged behind the pattern for the nation where the initial impetus was in the 
early 1940’s, and where some measures, construction for example, had started 
down as soon as 1942. 

There is now evidence that the expanding influence of war has spent its force 
in the Atlanta area. This year the trend in this area may follow the downward 
direction of the national barometers. The important index of electric power 
consumed by commercial and industrial users is only a few points above the 
levels of last summer. The bank debits index is below its 1944 peak. Distribu- 
tion activities, which generally lag, have supplied the major share of the recent 
gains. 

* * * ca of 


Much progress has been reported by the seven panels of the Agricultural and 
Industrial Development Board of Georgia (see the Southern Economic Journal 
for January, 1945) in preparing plans for the future development of the state 
and its resources. These are described in Georgia Progress, the publication of 
the Board, from which the following summary has been prepared. 

Lack of revenue and the small population of most of Georgia’s 159 counties 
are cited by the Health Panel as basic reasons for inadequate health work in 
Georgia. The Panel concludes, therefore, that to have a health program which 
will be both efficient and practical from the standpoint of ability to pay, it will 
be necessary to combine the counties into districts so that there will be sufficient 
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revenue and population to utilize the necessary personnel. At the same time, 
the districts must be compact to minimize the waste from time lost in traveling 
by the service personnel. To accomplish these ends, the Panel suggests dividing 
the state into nine districts for health-planning and administration. Each dis- 
trict would be built around the natural trade, medical and social center of the 
area, and would embrace sufficient population to support an adequate medical 
staff without being too large for efficiency. Such a program, according to the 
Health Panel, composed of Dr. T. F. Abercrombie, M. K. Tucker and Judge 
Blanton Fortson, would not mean that all medical and public health work 
would become a state function. Each county Board of Health would continue 
to operate under its present powers, and to the extent that personnel worked 
in only one county they would be under the direction of the local board. It 
would, however, assure to every county in the state the services of a district 
staff with sufficient specialized personnel to give adequate coverage, whereas 
at present, only one county has sufficient resources to utilize a full staff. 

The panel also suggests that each county create a hospital authority, as au- 
thorized by law, and erect a combination maternity shelter, health center, dental 
and outpatient clinic, if provision for complete huspital facilities is not feasible. 
The original outlay for building the institutions which are required would be 
large, but the Panel feels that this could be financed by revenue bonds issued 
by the local hospital authorities. They estimate that a local levy of one to two 
mills would build and maintain sufficient facilities for the local health depart- 
ment and the local physicians to care for the public health and medical problems 
of the area, while the basic public health personnel needed would require no 
more than 5 per cent of the state’s income. 

The Public-Works Panel, which consists of Ryburn G. Clay, H. T. McIntosh 
and A. W. Jones, has employed a firm of consulting engineers to conduct a har- 
bor, port, and industrial survey of Brunswick and Savannah, as well as a survey 
looking to the formulation of a program for the physical development of the 
principal river systems of the state. This Panel’s general objective is described 
as “the planning of a comprehensive public-works program for state and local 
governments during the years immediately following the conclusion of the war.” 
It is felt that such a program will help to provide employment during the period 
of reconversion and will provide for the orderly spending of the funds accumu- 
lated by the various units of government within the state due to the virtual 
stoppage of public-works construction during the past few years, other than 
that associated with the war effort. 

For planning purposes, the Panel has divided the state into 55 districts, of 
which 43 are classed as rural. The procedure followed in planning a public- 
works program in rural areas is, first, to study the finances of the area and, 
then, to have representatives of the Education, Health and Highway Depart- 
ments and of the Civil Aeronautics Authority meet with local officials and with 
Panel representatives to determine local needs. This information is integrated, 
and a program, prepared on the basis of need and ability to finance, is submitted 
to the local government. While no survey is undertaken unless the services 
of the Panel are requested, such requests have been reported from thirty-one 
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counties and about the same number of cities, while resolutions are said to be 
pending in sixty-six counties and seventy-five municipalities. 

The Panel has announced that thirtecn cities, twenty-seven counties and the 
state have reported plans for a total of 1,471 projects, at an estimated cost of 
$155,996,000, not including state highway construction. 

A more profitable agriculture for Georgia is the objective of the Agricultural 
Panel, composed of Cason J. Callaway, Chairman, Tom Linder and J. L. Pilcher. 
Two projects endorsed by the Panel are Mr. Callaway’s Georgia Better-Farms 
program and Mr. Linder’s fourteen-point program for agricultural development. 

The Callaway plan has been described in the last two issues of the Journal. 
The 100 small-farm corporations have been created, 56 of the farms have been 
bought and paid for, and the others are in process of purchase. Bert D. Robin- 
son of the Soil Conservation Service, W. T. Fullilove of the State Experiment 
Station and J. W. Fanning of the Extension Service, together with Panel Direc- 
tor P. H. Layfield, have been designated to provide technical advice and as- 
sistance for each farm which desires it. 

To date, the only opposition to the Callaway Plan which has been brought 
to the attention of the writer comes from Charles H. Gillman, Georgia regional 
director of the C.I.0., and James G. Patton, president of the National Farmers 
Union, who attack the plan as a scheme of “financial and business interests to 
monopolize agriculture,” and reduce farmers to hired hands. Without attempt- 
ing to evaluate these criticisms, it might be pointed out that 100 farms of 100 
acres each could hardly control much of Georgia agriculture, and that the pur- 
pose of the corporate form of organization was to make possible the raising of the 
necessary capital to demonstrate that by proper methods ordinary Georgia 
land can be improved to the point where it can compete successfully with fertile 
farms in other sections. The plan is to improve the land and sell at a profit, 
thus showing that the improvement process is worth more than it costs, and not 
to engage permanently in commercial agriculture. Such a demonstration 
should be of value to all farmers in the South, especially as it is being carried 
out in terms of small units, involving the investment of modest amounts of 
capital. 

The Industry Panel, composed of Robert F. Strictland, Chairman, W. C. 
Cram, Jr., director, Wiley Moore and Charles L. Bowden, states its aims as 
(1) the creation of new industries and the expansion of those already in existence 
to enlarge payrolls and provide jobs for returning servicemen and women, and 
(2) the initiation of a national campaign to attract out-of-state industries to the 
state. An Advisory Council for the Industry Panel, consisting of approximately 
one hundred outstanding business and industrial leaders, has been appointed 
by Governor Arnall to advise and assist local committees in developing a co- 
ordinated industrial program. A series of nine district meetings were held in 
various parts of the state, and local mass meetings for the purpose of organizing 
permanent local committees are being held in some two hundred communities. 
Points emphasized include (1) that the need for local initiative, capital and 
enterprise is paramount, (2) that small industries, such as plants to process 
agricultural products, constitute perhaps the best immediate prospect, (3) that 
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conditions are more favorable for expanding Georgia industry than ever before, 
because of wartime savings and the increased supply of skilled and semi-skilled 
labor which will be available as a result of training thousands of people for war 
work, and (4) that the work of the Panel is advisory and no attempt will be 
made to influence local committees in the choice of industries, or to favor one 
area over another in their location. 

The Research Department of the Engineering Experiment Station at the 
Georgia School of Technology is co-operating with the Industry Panel and the 
Agricultural and Industrial Development Board in making economic and in- 
dustrial area surveys. Such studies have been completed or are under way 
covering the trade areas of Macon, Augusta, Waycross, Valdosta, Albany and 
Rome. The general outline of each study is as follows: I. Population; II. 
Labor Force; III. Housing; ITV. Natural Resources, (A. Forests, B. Minerals, 
C. Water, D. Weather); V. Agriculture, (A. Livestock, B. Income, C. Vege- 
tables, D. Field Crops, E. Problems); VI. Transportation, (A. Rail, B. Bus, 
C. Highway, D. Air); VII. Existing Industries; VIII. New Industries; IX. 
Public Utilities and Community Services; X. Tourist Possibilities; XI. Educa- 
tion, Churches, Cultural Advantages; XII. Historic Background. 

The Station also conducts more localized industrial surveys to determine 
what type of small industry might appropriately be established in a particular 
community, and assembles technical data relating to proposed industrial en- 
terprises. 

The Industry Panel has distributed to local committees some 250 compre- 
hensive questionaires, designed to obtain detailed and specific factual data 
concerning the industrial potentialities of each area. The replies are being 
catalogued and classified by the Georgia Tech experiment station so as to form 
a composite picture of development possibilities for the entire state. 

The Trade, Commerce and Business Panel plans as their first activity an 
extensive tourist development program. At the time of writing, the plans of the 
Education and Government Panels were not available. 

Emory University ALBERT GRIFFIN 


NORTH CAROLINA 


General economic activity in North Carolina for the last quarter of 1944 re- 
mained at a high level. This condition is made up of two divergent trends, 
however. Industrial production and trade activity seem to be moving in a 
slow downward curve. Agricultural production, however, continues to increase, 
but at a slower rate than in previous war years. Bank debits to individual 
accounts decreased slightly in September but increased during November and 
December of 1944. Wholesale trade improved in October but was mixed in 
November and developed a definite declining tendency in December. For the 
period as a whole, however, it compared favorably with wholesale trade during 
the same period of 1943. Retail trade as indicated by department store sales, 
shows an over-all decline for the period but was much higher than for the same 
period in 1943. There was a slight improvement in building permits issued in 
the nine largest cities of North Carolina. 
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Statistics regarding agricultural production for this period show several in- 
teresting items. North Carolina has materially increased its production in 
both flue-cured and burley tobacco. In the year 1944, North Carolina pro- 
duced 68 per cent of the nation’s crop of flue-cured tobacco with a total of 733 
million pounds, 3 per cent of the nation’s burley tobacco, amounting to 15 mil- 
lion pounds. Taking both types as a whole, North Carolina produced 41 per 
cent of the nation’s tobacco crop. Tobacco is the largest single agricultural 
crop, in terms of value, of the state today. Farm wage rates have increased 
from $2.60 per day to $3.10 per day. Monthly wages, including board, in- 
creased from $37.50 to $42.50 or an increase of 13.3 per cent during 1944. North 
Carolina is still $1.05 per day lower in farm wages than the average for the na- 
tion which is $4.15. The value of farm real estate in North Carolina has in- 
creased approximately 59 per cent above the pre-war values. This compares 
with a 44 per cent increase for the nation as a whole, for the same period. The 
War Food Administration has increased the goals for many of the agricultural 
products grown in North Carolina. Comparative statistics for 1943 and 1944 
in crops showing a total value of over $10,000,000.00 each indicate the following 
conditions. The value of all tobacco increased from $224,176,000.00 in 1943 
to $321,404,000.00 in 1944. Corn increased from $78,058,000.00 in 1943 to 
$84,499,000.00 in 1944. Cotton lint production increased from $60,212,000.00 
in 1943 to $72,800,000.00 in 1944. There was a corresponding increase in the 
value of cotton seed production. Peanuts increased from $22,342,000.00 in 
1943 to $32,113,000.00 in 1944. Tame hay increased from $30,035,000.00 in 
1943 to $31,500,000.00 in 1944. Sweet potatoes increased from $15,737,000.00 
in 1943 to $17,492,000.00 in 1944. Wheat increased from $9,183,000.00 in 
1943 to $14,731,000.00 in 1944. The only crop showing a total value of over 
$10,000,000.00 in 1943 which declined was Irish potatoes. The value of this 
crop dropped from $16,456,000.00 in 1943 to $9,758,000.00 in 1944. 


a * * * * 


Trends were mixed for industrial production in North Carolina for the last 
quarter of 1944. Rayon-yarn production increased each month during the 
period. On the other hand, cotton-textile production, as indicated by cotton 
consumption, increased during October and November but dropped sharply in 
December. Tobacco manufacturing, following the same tendency as cotton- 
textile production, increased slightly during October and November but dropped 
sharply in December. Total production for 1944 was about 7 per cent less than 
for 1943. This declining tendency in tobacco manufacturing has been under- 
way for several months. Two minor industries which showed increasing trends 
were those of cotton seed oil and fertilizer manufacturing. Total manufacturing, 
as indicated by employment indices, showed a slight drop. 


a + * * * 
Labor statistics indicate mixed tendencies for the period. Total employ- 


ment, total pay roll, hourly wage rates and average weekly wages declined dur- 
ing October. These same statistics showed increases in all items for November 
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At the end of the period, conditions were about the same as they were at the 
beginning. The report on women in industry from the State Labor Depart- 
ment shows that, as of the end of November, women occupied 44.6 per cent of 
the jobs in North Carolina industries. The eastern part of the state in which 
there are very few industries, had 26.2 per cent women workers, while the Pied- 
mont section had 48.6 per cent and the western section 41 per cent. There 
seems to be no clear indication that any one type of industry predominates in 
the employment of women. They vary from 29.4 per cent in food and kindred 
industries to 72.7 per cent in seamless hosiery. The iron and steel group showed 
64.3 per cent women workers. Inspection by the Wage-Hour and Public- 
Contracts Division of Labor Enforcement indicate that there are still a large 
number of firms in North Carolina which either do not understand the Wage- 
Hour and Public Contracts laws or continue to violate them deliberately. Dur- 
ing October the Labor Department inspected 84 firms covered by the Wage- 
Hour law and found only 35 in compliance and 49 violating the act. During 
November, out of 92 firms inspected, 35 were in compliance and 57 were vio- 
lating the law. The chief items of violation are the minimum wage and over- 
time provisions. The report on child labor indicates that there is still a great 
use of minors below the age of 18, in industry. In October the figure stood at 
5,103 minors and in November at 5,313. About 60 per cent of these are boys 
and 40 per cent girls. 


* * * * * 


State revenues continue to pour in in ever increasing amounts. Figures for the 
first six months of the fiscal year ending June 30, 1945, reveal the following 
conditions. Incomes from the revenue division increased from $25,549,776.00 
to $27,084,242.00, a net increase of $1,534,466.00 or 6.01 per cent. Revenues 
from the gasoline division for the same six months increased from $11,834,103.00 
to $12,153,073.00, a net increase of $318,969.00 or 2.70 per cent. Revenues 
from all sources for the same six months increased from $37,383,879.00 to $39- 
237,316.00, a net increase of $1,853,436.00 or 4.96 per cent. 

North Carolina State College T. W. Woop 

University of North Carolina 


SOUTH CAROLINA 


Debits to individual accounts of member banks in this Federal Reserve 
Area were slightly larger in November 1944 than in November 1943. Building 
permits in the four largest cities in the state were also slightly larger than in 
November 1943. Textile activity, South Carolina’s principal manufacturing 
industry, continues to decline, largely because of the labor situation. The num- 
ber of bales of cotton spun by local mills during the last six months of 1944 was 
5 per cent smaller than during the last six months of 1943, 12 per cent smaller 
than during the last six months of 1942, but 35 per cent larger than during the 
corresponding period of 1939. 

* * * * * 


Farmers of the state, despite a wet spring, labor shortage, and lack of equip- 
ment did a good job of producing crops in 1944. These handicaps resulted in 
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less crop acreage than in either of the two preceding years, but per-acre yields 
were better and average crop production was larger. The total volume of 
production was about 6 per cent larger than last year, the increase being due 
mostly to larger crops of cotton and tobacco. The quantity of food and feed 
crops was about the same as a year earlier. Compared with last year, substan- 
tially larger crops of cotton, tobacco, small grains, lespedeza seeds were harvested 
but production of corn, hay, potatoes and pecans was less. The price level 
was slightly higher and the total money value of crops produced was the second 
highest on record. Based on the season price to December 1, the value of 34 
principal field and commercial truck crops is placed at $278,399,000 which com- 
pares with $232,064,000 for these crops in 1943 and the record value of $360,000- 
000 for these crops in 1919. (Prior to the coming of the boll weevil, cotton pro- 
duction was twice that of recent years.) The combined value of the two prin- 
cipal crops, lint cotton and tobacco, is $144,109,000 which is $38,976,000 or 
37 per cent above the value of these crops for 1943. The combined tonnage 
of fresh and processed vegetables totalled 173,461 tons, 3 per cent less than last 
year and 9 per cent below average. The total value of these crops was $10,103- 
000 compared with $12,338,000 in 1943 and $5,179,000, the 10-year average 
1933-42. The principal reduction in both value and production as compared 
with a year earlier was in early Irish potatoes and spring cabbage. 


* * * a * 


Total collections of the South Carolina Tax Commission during the last six 
months of 1944 amounted to $17,955,000 as compared with $17,528,000 during 
the last six months of 1943 and $17,366,000 during the last six months of 1942. 
Income tax collections increased from $2,705,000 the last half of 1942 to $3,871- 
000 last half of 1944. Receipts from the gasoline tax have remained fairly 
constant. Because of a shortage of liquor, income from the alcoholic liquor 
tax declined from $2,681,000 the last half of 1942 to $2,097,000 the last half of 
1944. Receipts from soft and bottled drinks tax have remained about constant. 
Collections of the Insurance Department for the fiscal year ending June 30, 
1944, were $1,370,000 as compared with $1,280,000 a year earlier and $929,000 
in 1939. 

Taxes collected by the Federal government during the calendar year 1944 
totalled $172,213,000 as compared with $152,966,000 the previous year. In- 
come tax accounted for $155,008,000 of the total in 1944 and $138,379,000 in 
1943. The great increase in amount of taxes collected during the last few 
years has been due to higher incomes on the part of the public, higher taxes, 
and the addition of new taxes. 

Total sales of E bonds in South Carolina during 1944 amounted to $86,080,000, 
F bonds $6,089,000, G bonds $14,485,000 and other securities $148,651,000, a 
total of $255,305,000. Total sales in the state during the period May 1, 1941-— 
December 31, 1944, were as follows: E bonds $195,768,000, F and G bonds 
$62,940,000, others $244,025,000. Of the other securities $104,986,000 were 
tax notes. If, however, the tax notes are deducted, total purchases since 
May 1, 1941, amount to $397,747,000, a sizeable sum. In addition to these 
bonds, bank accounts are larger and people have more cash on hand. It can 








AG STATE REPORTS 


readily be seen that the public has improved itself immensely from the stand- 
point of number of dollars available for investment and the purchase of consumer 
goods. The South should make use of this opportunity for improvement. If 
inflation can be prevented and savings are kept and properly invested in the 
post-war period, South Carolina should find herself much more independent 
financially in the years to come. Increased earnings should serve as seeds of 
progress rather than of ruinous inflation. 


* * * * * 


The General Assembly of South Carolina convened January 9, 1945, and the 
State Budget Commission has recommended a record budget of $22,229,000 
for the fiscal year 1945-46 or nearly 1} million dollars more than appropriation 
for the current year. (The amounts requested by the various departments and 
institutions exceeded the current budget by $6,343,000.) The largest increases 
recommended are for education. An increase of more than a million dollars 
is recommended for the Office of Superintendent of Education, which would give 
some better pay for teachers in high school and grammar grades. Larger ap- 
propriations are also recommended for the University of South Carolina, The 
Citadel, Winthrop College, Medical College and Clemson College. 

Some interesting data were presented in the 1944 report of the Insurance 
Department. A total of $1,100,000,000 of life insurance was in ferce in South 
Carolina in 1943 as compared with $823,000,000 in 1939. Premiums amounted 
to $34,089,000 as compared with $24,271,000 five years earlier and losses 
amounted to $10,224,000 as compared with $8,574,000 five years earlier. More 
insurance of other types is also being carried than a few years ago. Premiums 
on accident and health policies amounted to $2,156,000 as compared with 
$1,180,000 five years earlier and losses amounted to $1,291,000 as compared 
with $697,000 in 1939. Premiums on casualty-insurance policies amounted to 
$7,222,000 as compared with $3,906,000 five years earlier and losses amounted 
to $3,006,000 as compared with $1,656,000 five years earlier. 

Stock fire insurance companies have about one billion dollars of insurance 
written or in force. Premiums in 1943 amounted to $7,390,000 as compared 
with $6,624,000 in 1939. Losses paid by the companies in 1943 amounted to 
50.2 per cent of premiums and 42.2 per cent in 1939. During the last 36 years 
54.9 per cent of premiums collected have been paid out in losses. 

Premiums paid mutual fire insurance companies with central offices outside 
of South Carolina amounted to $2,543,000 as compared with $1,652,000 five 
years earlier. Losses paid by these companies in 1943 amounted to 31.3 per 
cent of the premiums and in 1939 25.7 per cent of the premiums collected. 
The average rate per $100 insured has tended to be lower for these companies 
than for stock companies. 

Some insurance is written by local mutual fire insurance companies. Premi- 
ums paid these domestic mutual fire insurance companies amounted to $179,297 
as compared with $135,005 five years earlier. Losses amounted to $29,377 as 
compared with $19,593. Rates per hundred charged by many of the local farm 
mutual fire insurance companies are very low as compared with other companies. 

Farm Credit Administration GLENN R. SmirH 

Columbia, S. C. 








PERSONNEL NOTES 


The 1945 Nominating Committee for new officers of the Southern Economic 
Association has been appointed by President Glocker and consists of Dean 
Robert H. Tucker of Washington and Lee (Chairman), Dr. John V. VanSickle 
of Vanderbilt and Dr. James W. Martin of the University of Kentucky. 

The membership of the Association is invited to suggest their preferences 
for the several offices. These suggestions should be in the hands of the Chair- 
man of the Committee not later than August 1. 


* * * * * 


Mr. H. E. Dennison, chairman of the department of economics and social 
science at the Georgia School of Technology and director of industrial and eco- 
nomic research for the State Engineering Experiment Station, is now serving as 
director of research for the Agricultural and Industrial Development Board 
of Georgia. 


* * * * - 


Mr. E. O. Dille, professor of marketing at the University of Tennessee, re- 
turned to the University on January 1, 1945 after sixteen months’ leave of 
absence with the War Production Board in Washington. 


* * * + * 

H. Brooks James, formerly agricultural economist with the Bureau of Agri- 
cultural Economics, U.S.D.A., has accepted a similar position with N. C. State 
College. He will be employed jointly by the State College of Agriculture, the 
Experiment Station, and the Extension Service. 

* ok * * os 


Mr. Edward E. Judy, a graduate of Illinois State Normal University, has been 
appointed instructor in accounting at the University of Tennessee. He as- 
sumed his duties January 1, 1945. 

* * + * a 

B. W. Kenyon, Jr., has resigned his position as assistant agricultural economist 
at N. C. State College and has accepted the position as Director of FCX Market- 
ing Service with the Farmers Co-operative Exchange, Raleigh, N. C. 


* * * * * 


Dr. C. E. Landon, assistant professor of economics at Duke University, is 
on leave of absence serving as Senior Economist with the Steel Division of the 
O.P.A., working on the pricing of iron and steel castings. 


* * * ~ * 
Dr. Joseph J. Spengler, professor of economics at Duke University, has been 


elected the American Economic Association representative to the Social Sci- 
ence Research Council. 
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